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3URIHVVRU RI 5HDO (VWDWH DQG )LQDQFH
7KH :KDUWRQ 6FKRRO
8QLYHUVLW\ RI 3HQQV\OYDQLD
-$Q HDUOLHU YHUVLRQ RI WKLV SDSHU ZDV ZULWWHQ IRU WKH &RQIHUHQFH RQ $VLDQ 7ZLQ )LQDQFLDO
&ULVHV VSRQVRUHG E\ WKH /RQJ 7HUP &UHGLW %DQN DQG WKH :KDUWRQ 8161 –-DSDQ
0DQDJHPHQW 6WXGLHV &HQWHU1 7KH DXWKRUV DUH JUDWHIXO WR -DFN *XWWHQWDJ/ +RZDUG
.XQUHXWKHU/ *|UDQ /LQG/ 7RGG 6LQDL/ IRU FRPPHQWV RQ DQ HDUOLHU GUDIW DQG WR 1DWKSRUQ
&KDWXVULSLWDN IRU H[SHUW UHVHDUFK DVVLVWDQFH15
5HDO (VWDWH %RRPV DQG %DQNLQJ %XVWV= $Q ,QWHUQDWLRQDO 3HUVSHFWLYH
E\
5LFKDUG +HUULQJ DQG 6XVDQ :DFKWHU
41 ,QWURGXFWLRQ
2QH VWULNLQJ IHDWXUH RI WKH FXUUHQW $VLDQ ILQDQFLDO FULVLV LV WKDW WKH PRVW VHULRXVO\
DIIHFWHG FRXQWULHV ILUVW H[SHULHQFHG D FROODSVH LQ SURSHUW\ SULFHV DQG D FRQVHTXHQW
ZHDNHQLQJ RI WKHLU EDQNLQJ V\VWHPV EHIRUH H[SHULHQFLQJ DQ H[FKDQJH UDWH FULVLV1 :KLOH
WKLV VHTXHQFH GRHV QRW QHFHVVDULO\ LPSO\ D FDXVDO OLQN/ WKH FROODSVH LQ SURSHUW\ SULFHV LV
RI FHQWUDO LPSRUWDQFH WR WKH FXUUHQW SUREOHPV1 ,I EDQNLQJ V\VWHPV LQ WKHVH FRXQWULHV KDG
QRW EHHQ GDPDJHG E\ WKH FROODSVH LQ SURSHUW\ SULFHV/ WKH IRUHLJQ H[FKDQJH FULVLV ZRXOG
KDYH EHHQ OHVV GHYDVWDWLQJ DQG WKH SURVSHFWV IRU DQ HDUO\ UHFRYHU\ ZRXOG EH PXFK
EULJKWHU WKDQ WKH\ QRZ DSSHDU1
5HDO HVWDWH F\FOHV PD\ RFFXU ZLWKRXW EDQNLQJ FULVHV1 $QG EDQNLQJ FULVHV PD\
RFFXU ZLWKRXW UHDO HVWDWH F\FOHV1 %XW WKH WZR SKHQRPHQD DUH FRUUHODWHG LQ D UHPDUNDEOH
QXPEHU RI LQVWDQFHV UDQJLQJ RYHU D ZLGH YDULHW\ RI LQVWLWXWLRQDO DUUDQJHPHQWV/ LQ ERWK
DGYDQFHG LQGXVWULDO QDWLRQV DQG HPHUJLQJ HFRQRPLHV1 7KH FRQVHTXHQFHV IRU WKH UHDO
HFRQRP\ GHSHQG RQ WKH UROH RI EDQNV LQ WKH FRXQWU\¶V ILQDQFLDO V\VWHP1 ,Q WKH 86/ ZKHUH
EDQNV KROG RQO\ DERXW 55( RI WRWDO DVVHWV/ PRVW ERUURZHUV FDQ ILQG VXEVWLWXWHV IRU EDQN
ORDQV DQG WKH LPSDFW RQ WKH JHQHUDO OHYHO RI HFRQRPLF DFWLYLW\ LV UHODWLYHO\ VOLJKW1 %XW LQ
FRXQWULHV ZKHUH EDQNV SOD\ D PRUH GRPLQDQW UROH/ VXFK DV WKH 86 EHIRUH WKH *UHDW
’HSUHVVLRQ +ZKHUH EDQNV KHOG 98( RI WRWDO DVVHWV,/ RU SUHVHQW GD\ -DSDQ +ZKHUH EDQNV
KROG :<( RI WRWDO DVVHWV,/ RU HPHUJLQJ PDUNHWV +ZKHUH EDQNV RIWHQ KROG ZHOO RYHU ;3( RI6
WRWDO DVVHWV,/ WKH FRQVHTXHQFHV IRU WKH UHDO HFRQRP\ FDQ EH PXFK PRUH VHYHUH1+ %,6/
4<<8,1
,Q WKLV SDSHU/ ZH GHYHORS DQ H[SODQDWLRQ RI KRZ UHDO HVWDWH F\FOHV DQG EDQNLQJ
FULVHV PD\ EH UHODWHG DQG ZK\ WKH\ RFFXU1 )LUVW ZH UHYLHZ WKH GHWHUPLQDQWV RI UHDO HVWDWH
SULFHV DQG DVN ZK\ WKH UHDO HVWDWH PDUNHW LV VR YXOQHUDEOH WR VXVWDLQHG SRVLWLYH GHYLDWLRQV
IURP ORQJ0UXQ HTXLOLEULXP SULFHV1+ 6HH )LJXUH 41, :H SODFH VSHFLDO HPSKDVLV RQ WKH UROH
SOD\HG E\ WKH EDQNLQJ V\VWHP1 ,QFUHDVHV LQ WKH SULFH RI UHDO HVWDWH PD\ LQFUHDVH WKH
HFRQRPLF YDOXH RI EDQN FDSLWDO WR WKH H[WHQW WKDW EDQNV RZQ UHDO HVWDWH1 6XFK LQFUHDVHV
ZLOO DOVR LQFUHDVH WKH YDOXH RI ORDQV FROODWHUDOL]HG E\ UHDO HVWDWH DQG PD\ OHDG WR D GHFOLQH
LQ WKH SHUFHLYHG ULVN RI UHDO HVWDWH OHQGLQJ1 )RU DOO RI WKHVH UHDVRQV/ DQ LQFUHDVH LQ WKH
SULFH RI UHDO HVWDWH PD\ LQFUHDVH WKH VXSSO\ RI FUHGLW WR WKH UHDO HVWDWH LQGXVWU\/ ZKLFK LQ
WXUQ/ LV OLNHO\ WR OHDG WR IXUWKHU LQFUHDVHV LQ WKH SULFH RI UHDO HVWDWH1
%DQN EHKDYLRU PD\ DOVR SOD\ DQ LPSRUWDQW UROH LQ H[DFHUEDWLQJ WKH FROODSVH RI
UHDO HVWDWH SULFHV1 $ GHFOLQH LQ WKH SULFH RI UHDO HVWDWH ZLOO GHFUHDVH EDQN FDSLWDO GLUHFWO\
E\ UHGXFLQJ WKH YDOXH RI WKH EDQN¶V RZQ UHDO HVWDWH DVVHWV1 ,W ZLOO DOVR UHGXFH WKH YDOXH RI
ORDQV FROODWHUDOL]HG E\ UHDO HVWDWH DQG PD\ OHDG WR GHIDXOWV/ ZKLFK ZLOO IXUWKHU UHGXFH
FDSLWDO1 0RUHRYHU/ D GHFOLQH LQ WKH SULFH RI UHDO HVWDWH LV OLNHO\ WR LQFUHDVH WKH SHUFHLYHG
ULVN LQ UHDO HVWDWH OHQGLQJ1 $OO RI WKHVH IDFWRUV DUH OLNHO\ WR UHGXFH WKH VXSSO\ RI FUHGLW WR
WKH UHDO HVWDWH LQGXVWU\1 ,Q DGGLWLRQ/ VXSHUYLVRUV DQG UHJXODWRUV PD\ UHDFW WR WKH UHVXOWLQJ
ZHDNHQLQJ RI EDQN FDSLWDO SRVLWLRQV E\ LQFUHDVLQJ FDSLWDO UHTXLUHPHQWV DQG LQVWLWXWLQJ
VWULFWHU UXOHV IRU FODVVLI\LQJ DQG SURYLVLRQLQJ DJDLQVW UHDO HVWDWH DVVHWV1 7KHVH PHDVXUHV
ZLOO IXUWKHU GLPLQLVK WKH VXSSO\ RI FUHGLW WR WKH UHDO HVWDWH LQGXVWU\ DQG SODFH DGGLWLRQDO
GRZQZDUG SUHVVXUH RQ UHDO HVWDWH SULFHV17
7KLV FRQFHSWXDO IUDPHZRUN RI LQWHUDFWLRQV EHWZHHQ WKH UHDO HVWDWH PDUNHW DQG
EDQN EHKDYLRU LV XVHG WR LQWHUSUHW UHFHQW H[DPSOHV RI UHDO HVWDWH ERRPV OLQNHG WR EDQNLQJ
FULVHV LQ 6ZHGHQ/ WKH 8QLWHG 6WDWHV/ -DSDQ DQG 7KDLODQG1 :H FRQFOXGH ZLWK D GLVFXVVLRQ
RI WKH SROLF\ LPSOLFDWLRQV RI RXU DQDO\VLV HPSKDVL]LQJ PHDVXUHV WR OLPLW WKH DPSOLWXGH RI
UHDO HVWDWH F\FOHV DQG ZD\V WR LQVXODWH WKH EDQNLQJ V\VWHP IURP UHDO HVWDWH F\FOHV1
51 5HDO (VWDWH &\FOHV
514 7 K H5 R O HR I2 S W L P L V W V
:H EHJLQ ZLWK D PRGHO RI ODQG SULFHV GHYHORSHG E\ 0DUN &DUH\ +4<<3,1 7KLV
SURYLGHV D VWUDLJKWIRUZDUG H[SODQDWLRQ RI KRZ F\FOHV PD\ EHJLQ LQ D VLPSOH VHWWLQJ ZKHUH
LW LV SODXVLEOH WR DVVXPH WKDW VXSSO\ LV IL[HG1 7KLV LV GLUHFWO\ UHOHYDQW WR FRPPHUFLDO UHDO
HVWDWH ERRPV/ PRUHRYHU/ EHFDXVH WKH G\QDPLFV RI ODQG SULFHV XQGRXEWHGO\ GULYH RYHUDOO
UHDO HVWDWH SULFHV LQ WKH FDVHV ZH DQDO\]H LQ ZKLFK UHDO HVWDWH SULFHV ULVH/ IDU PRUH WKDQ
DQ\ SODXVLEOH LQFUHDVH LQ FRQVWUXFWLRQ FRVWV1 :H ZLOO FRQVLGHU FRPSOLFDWLRQV LQWURGXFHG
E\ FRQVWUXFWLRQ ODJV LQ WKH IROORZLQJ VHFWLRQ1
&DUH\¶V PRGHO
4 DVVXPHV WKDW 1 SRWHQWLDO LQYHVWRUV DUH LGHQWLFDO H[FHSW ZLWK UHJDUG WR
WKHLU UHVHUYDWLRQ SULFHV IRU ODQG/ 31 7KHVH GLIIHUHQFHV RI RSLQLRQ PD\ RFFXU EHFDXVH
LQYHVWRUV PDNH HUURUV LQ FRPSXWLQJ WKH ‡IXQGDPHQWDO YDOXH· RI ODQG
5 RU EHFDXVH LQYHVWRUV
PD\ KDYH SULYDWH LQIRUPDWLRQ DERXW IXWXUH H[SHFWHG LQFRPH IURP ODQG RU WKH DSSURSULDWH
4 7KH FRPSOHWH H[SRVLWLRQ RI WKLV PRGHO PD\ EH IRXQG LQ &DUH\ +4<<3, &KDSWHU 6/ ‡$
0RGHO RI WKH )DUP /DQG 0DUNHW1·
5 7KH IXQGDPHQWDO YDOXH RI ODQG LV WKH SULFH WKDW LV HTXDO WR WKH GLVFRXQWHG SUHVHQW YDOXH
RI WKH QHW LQFRPH WKDW FDQ EH JHQHUDWHG IURP UHQWLQJ WKH ODQG1 7KH ‡IXQGDPHQWDO YDOXH·
LV WKH YDOXH FRQVLVWHQW ZLWK ORQJ0WHUP HTXLOLEULXP1 ,Q 6HFWLRQ 5 EHORZ/ WKH FRQFHSW LV
EURDGHQHG WR LQFOXGH FRPPHUFLDO UHDO HVWDWH DQG WKH IXQGDPHQWDO SULFH LV GHILQHG DV WKH
SULFH DW ZKLFK WKH FXUUHQW VWRFN RI UHDO HVWDWH VWUXFWXUHV LV SUHFLVHO\ HTXDO WR LWV
UHSODFHPHQW FRVW18
FDSLWDOL]DWLRQ UDWH1
6 7KHVH UHVHUYDWLRQ SULFHV DUH GLVWULEXWHG DORQJ D FRQWLQXXP DURXQG WKH
‡IXQGDPHQWDO YDOXH· RI ODQG DFFRUGLQJ WR D GLVWULEXWLRQ IXQFWLRQ )+3,
71 ,Q PRVW PDUNHWV/
RQH FRXOG DUJXH WKDW VXVWDLQHG GHYLDWLRQV EHORZ WKH IXQGDPHQWDO YDOXH DUH XQOLNHO\
EHFDXVH VRSKLVWLFDWHG LQYHVWRUV ZKR NQRZ WKH IXQGDPHQWDO YDOXH ZLOO SURILW E\ EX\LQJ
XQWLO WKH SULFH ULVHV WR WKH IXQGDPHQWDO YDOXH1 7KLV SUHVXPSWLRQ VHHPV SODXVLEOH IRU WKH
PDUNHW IRU ODQG1 &RQYHUVHO\/ LW LV WHPSWLQJ WR DVVXPH WKDW LI WKH SULFH LV WRR KLJK/
VRSKLVWLFDWHG LQYHVWRUV ZLOO SURILW E\ VHOOLQJ VKRUW XQWLO WKH SULFH IDOOV WR WKH IXQGDPHQWDO
YDOXH1 %XW WKLV DVVXPSWLRQ LV QRW SODXVLEOH LQ WKH PDUNHW IRU ODQG EHFDXVH RI GLIILFXOWLHV
LQ VHOOLQJ ODQG VKRUW1
8 0RUHRYHU/ LQFUHDVHV LQ WKH VXSSO\ RI ODQG FDQQRW EH H[SHFWHG WR
PRGHUDWH WKH ULVH LQ SULFH EHFDXVH WKH VXSSO\ RI ODQG LV IL[HG/ DW OHDVW LQ WKH VKRUW UXQ1
9
2SWLPLVWV/ WKRVH ZLWK UHVHUYDWLRQ SULFHV DERYH WKH IXQGDPHQWDO YDOXH/ ZLOO VWURQJO\
LQIOXHQFH WKH SULFH LQ WKLV NLQG RI PDUNHW ZLWK QR VKRUW VDOHV DQG IL[HG VXSSO\1
: ,QGHHG/
HYHQ LI WKHLU RSWLPLVP LV XQIRXQGHG E\ DQDO\VLV RI IXQGDPHQWDO YDOXH/ WKH\ DUH OLNHO\ WR
6 $V &DUH\ +4<<3, QRWHV/ LI LQYHVWRUV DUH SHUPLWWHG WR EH ULVN DYHUVH/ GLIIHUHQFHV LQ
UHVHUYDWLRQ SULFHV PD\ DOVR UHIOHFW GLIIHUHQFHV LQ ULVN DYHUVLRQ DQG2RU SULYDWH LQIRUPDWLRQ
UHJDUGLQJ WKH FRYDULDQFH RI UHWXUQV RQ ODQG DQG RWKHU DVVHWV1
7 &DUH\ +4<<3, VKRZV WKDW WKH DVVXPSWLRQ WKDW ) LV FRQWLQXRXVO\ GLIIHUHQWLDEOH ZLWK D
QRQ]HUR YDULDQFH DQG D V\PPHWULF GHQVLW\ ZLOO \LHOG WKH NH\ UHVXOWV UHJDUGLQJ WKH LPSDFW
RQ 3 RI LQFUHDVHV LQ KHWHURJHQHLW\/ WKH PHDQ DQG ILQDQFLDO UHVRXUFHV1
8 $V &DUH\ +4<<3/ S18 3 ,QRWHV/ VXFK PDUNHWV DUH QRW LQFRQFHLYDEOH1 ,QGHHG/ LW PD\ EH
XVHIXO SXEOLF SROLF\ WR QXUWXUH DQ RUJDQL]HG RSWLRQV PDUNHW LQ ODQG1 6KRUW RI WKDW/ RQH
FRXOG LPDJLQH VKRUW VDOHV RI WKH VKDUHV RI SXEOLFO\ WUDGHG FRUSRUDWLRQV WKDW GR QRWKLQJ EXW
UHQW ODQG1 $OWKRXJK SXEOLFO\ WUDGHG SURSHUW\ FRPSDQLHV DUH UHODWLYHO\ FRPPRQ/ WKH\
XVXDOO\ SHUIRUP PDQ\ RWKHU IXQFWLRQV LQ DGGLWLRQ WR KROGLQJ ODQG DQG UHQWLQJ LW DQG VR
WKH\ GR QRW SURYLGH D YHU\ HIILFLHQW PHDQV RI VHOOLQJ ODQG VKRUW1
9 2I FRXUVH/ WKLV LV QRW SUHFLVHO\ WUXH1 =RQLQJ ODZV PD\ FKDQJH IUHHLQJ XS ODQG IRU
FRPPHUFLDO XVH/ EXW JHQHUDOO\ VXFK PHDVXUHV WDNH D VLJQLILFDQW DPRXQW RI WLPH1 &DUH\
+4<<3/ S1 84085, VKRZV WKDW WKH YROXPH RI 86 IDUPODQG KDV GHFOLQHG YHU\ VORZO\ VLQFH
WKH 4<83V QRW ZLWKVWDQGLQJ D PRUH WKDQ GRXEOLQJ RI UHDO ODQG SULFHV1 :KLOH WKH
FRQYHUVLRQ RI IDUPODQG WR FRPPHUFLDO XVH LV VRPHZKDW HDVLHU/ WKH SURFHVV VWLOO WDNHV D
VXEVWDQWLDO DPRXQW RI WLPH19
UHPDLQ LQ EXVLQHVV VR ORQJ DV WKH XSZDUG WUHQG LQ SULFHV FRQWLQXHV1 $V ZH VKDOO VHH/ HYHQ
LI WKH\ HDUQ VXEVWDQGDUG UHWXUQV/ WKH\ DUH OLNHO\ WR EH DEOH WR ERUURZ DJDLQVW WKHLU FDSLWDO
JDLQV VR ORQJ DV OHQGHUV YDOXH WKHLU ODQG DW PDUNHW SULFHV ZKHQ GHWHUPLQLQJ LWV YDOXH DV
FROODWHUDO1
7KH SULFH RI ODQG LQ &DUH\¶V PRGHO LV GHWHUPLQHG E\ WKH SURSRUWLRQ RI LQYHVWRUV
ZLOOLQJ WR SD\ WKH SULFH/ 3/ ZKLFK LV VXIILFLHQW WR FOHDU WKH PDUNHW IRU WKH HQWLUH VXSSO\ RI
ODQG/ =1 7KH GHPDQG IRU ODQG DW DQ\ DUELWUDU\ 3c GHSHQGV RQ WKH SURSRUWLRQ RI LQYHVWRUV
ZKR KDYH D UHVHUYDWLRQ SULFH/ 3 t 3c/ ZKLFK LV +40)+3c,,/ WLPHV WKH QXPEHU RI LQYHVWRUV 1
WLPHV WKH UHVRXUFHV/ // DYDLODEOH WR HDFK LQYHVWRU
;= 1+40)+3c,,/1 ,Q HTXLOLEULXP/ WKH
GHPDQG IRU ODQG PXVW HTXDO WKH YDOXH RI WKH WRWDO VXSSO\/ 3=/ DQG VR=
3 >1+40)+3,,/@2=1+ 4 ,
)RU HDVH RI H[SRVLWLRQ ZH ZLOO PDNH WKH VLPSOLI\LQJ DVVXPSWLRQ WKDW )+3, LV D XQLIRUP
GLVWULEXWLRQ FHQWHUHG RQ WKH IXQGDPHQWDO SULFH/ 3-/ ZLWK D UDQJH HTXDO WR 3-r K/ ZKHUH K
LV WKH PHDVXUH RI WKH KHWHURJHQHLW\ RI UHVHUYDWLRQ SULFHV DPRQJ LQYHVWRUV1
< +6HH )LJXUH
51, 6LQFH 40)+3,  +3-.K03,25K ZH FDQ UHZULWH +4, IRU WKH VSHFLDO FDVH RI D XQLIRUP
GLVWULEXWLRQ DV=
3 > 1 + 3 -.K,/@2>5K=.1/@1+ 5 ,
3DUWLDO GLIIHUHQWLDWLRQ RI +5, LQGLFDWHV WKDW 3 ZLOO LQFUHDVH ZLWK LQFUHDVHV LQ WKH QXPEHU RI
LQYHVWRUV +1,/ WKH IXQGDPHQWDO SULFH +3-,/ DQG WKH UHVRXUFHV DYDLODEOH WR LQYHVWRUV +/,1 3
: .UXJPDQ +4<<;, GHYHORSV D PRGHO EDVHG RQ PRUDO KD]DUG WKDW \LHOGV VLPLODU UHVXOWV LQ
ZKLFK ‡3DQJORVV· YDOXHV GRPLQDWH PDUNHWV IRU DVVHWV LQ IL[HG VXSSO\1
; $W WKLV VWDJH / UHSUHVHQWV ERWK WKH LQYHVWRU¶V HTXLW\ DQG ORDQV DYDLODEOH WR WKH LQYHVWRU1
,Q VHFWLRQ 6 ZH VKDOO FRQVLGHU / WR EH ORDQV1 7KLV VLPSOLILFDWLRQ LV XVHIXO EHFDXVH ODQG
DQG FRPPHUFLDO UHDO HVWDWH WHQG WR EH KLJKO\ OHYHUDJHG LQYHVWPHQWV1 ,QGHHG/ WKH H[WHQW RI
OHYHUDJH JLYHV ULVH WR VRPH GLIILFXOW SULQFLSDO DJHQW SUREOHPV/ ZKLFK DUH GLVFXVVHG EHORZ1
< &DUH\ VKRZV WKDW DOO WKH NH\ UHVXOWV KROG IRU WKH PRUH JHQHUDO FDVH DV ZHOO1:
ZLOO DOVR LQFUHDVH LQ UHVSRQVH WR LQFUHDVHV LQ WKH H[WHQW RI KHWHURJHQHLW\ +K,/ VR ORQJ DV
WKH WRWDO UHVRXUFHV DYDLODEOH WR KDOI RI WKH LQYHVWRUV H[FHHG WKH YDOXH RI ODQG DW WKH
IXQGDPHQWDO SULFH/ 3-1
43/44
515 7 K H5 R O HR I1 R Q 0 )LQDQFLDO 9DULDEOHV
:H FDQ WUDQVIRUP +5, IURP D VWDWLF WR D G\QDPLF HTXDWLRQ E\ LQWURGXFLQJ WLPH
VXEVFULSWV IRU HDFK RI WKH YDULDEOHV1 :H ZLOO ILUVW FRQVLGHU 3-W DQG EURDGHQ WKH GLVFXVVLRQ
WR LQFOXGH FRPPHUFLDO UHDO HVWDWH1
7KH GHPDQG IRU WKH VWRFN RI FRPPHUFLDO UHDO HVWDWH GHSHQGV RQ WKH SULFH DQG WKH
GLVFRXQWHG SUHVHQW YDOXH RI WKH H[SHFWHG VWUHDP RI IXWXUH UHQWV ZKLFK/ LQ WXUQ/ GHSHQGV RQ
GHPRJUDSKLF IDFWRUV/ WKH H[SHFWHG JURZWK LQ LQFRPH/ DQWLFLSDWHG UHDO LQWHUHVW UDWHV/ WD[HV
DQG WKH VWUXFWXUH RI WKH HFRQRP\1
45 ,Q HDFK RI WKH UHDO HVWDWH F\FOHV ZH H[DPLQH/ LW LV
SODXVLEOH WKDW WKH LQLWLDO LQFUHDVH LQ UHDO HVWDWH SULFHV ZDV D UHVSRQVH WR DQ LQFUHDVH LQ
GHPDQG1 ,Q VRPH FDVHV WKH JURZWK RI WKH HFRQRP\ DFFHOHUDWHG/ LQ RWKHUV WKH VWUXFWXUH RI
RXWSXW VKLIWHG LQ IDYRU RI WKH RIILFH0LQWHQVLYH VHUYLFH VHFWRU/ RU DQWLFLSDWHG UHDO LQWHUHVW
UDWHV GHFOLQHG1
3W HTXLOLEUDWHV WKH GHPDQG DQG VXSSO\ IRU RZQHUVKLS RI WKH VWRFN RI UHDO HVWDWH
VWUXFWXUHV/ ZKLOH UHQWV HTXLOLEUDWH WKH GHPDQG DQG VXSSO\ RI WKH IORZ RI VHUYLFHV IURP WKH
V W R F NR IF R P P H U F L D OU H D OH V W D W H 1 :KLOH 3W WHQGV WR DGMXVW TXLWH UDSLGO\/ UHQW WHQGV WR
43 7KH VLJQ RI w32wK ZLOO EH SRVLWLYH VR ORQJ DV 1/25!3-=1 ,I WRWDO UHVRXUFHV DYDLODEOH
WR KDOI WKH LQYHVWRUV IDOO VKRUW RI WKH YDOXH RI ODQG DW WKH IXQGDPHQWDO SULFH/ 3 ZLOO IDOO
EHORZ 3-1 7KH RSWLPLVWV ZLOO ODFN VXIILFLHQW UHVRXUFHV WR UDLVH WKH SULFH DERYH 3-1
44 1RWH DOVR WKDW LI RSLQLRQV DUH KRPRJHQHRXV +K 3, DQG FHQWHUHG RQ WKH IXQGDPHQWDO
SULFH/ WKH HTXLOLEULXP SULFH ZLOO QRW GHYLDWH IURP WKH IXQGDPHQWDO SULFH1
45 $OOHQ DQG *DOH +4<<:, HPSKDVL]H WKDW H[SHFWDWLRQV UHJDUGLQJ WKH VXSSO\ RI FUHGLW PD\
DOVR SOD\ DQ LPSRUWDQW UROH LQ WKH G\QDPLFV RI UHDO HVWDWH DQG HTXLW\ SULFHV1;
DGMXVW PRUH VOXJJLVKO\ VR WKDW YDFDQFLHV RIWHQ UHPDLQ DERYH WKH QDWXUDO UDWH IRU
VXEVWDQWLDO SHULRGV RI WLPH1
46
:KHQ WKH SULFH IRU WKH VWRFN RI H[LVWLQJ FRPPHUFLDO UHDO HVWDWH VWUXFWXUHV ULVHV DERYH
WKH UHSODFHPHQW FRVW/ GHYHORSHUV KDYH DQ LQFHQWLYH WR LQLWLDWH QHZ FRQVWUXFWLRQ WKDW ZLOO
LQFUHDVH =W +QRZ UHGHILQHG WR UHSUHVHQW WKH VWRFN RI FRPPHUFLDO UHDO HVWDWH VWUXFWXUHV,1
7KLV ZLOO HYHQWXDOO\ UHVWRUH ORQJ0UXQ HTXLOLEULXP LQ ZKLFK WKH UDWLR RI WKH SULFH RI WKH
VWRFN RI H[LVWLQJ FRPPHUFLDO UHDO HVWDWH WR UHSODFHPHQW FRVW HTXDOV RQH1 7KH SULFH DW
ZKLFK WKH VWRFN RI H[LVWLQJ FRPPHUFLDO UHDO HVWDWH LV HTXDO WR WKH UHSODFHPHQW FRVW LV 3-W/
WKH IXQGDPHQWDO SULFH FRQVLVWHQW ZLWK ORQJ0UXQ HTXLOLEULXP1
1HZ FRQVWUXFWLRQ/ KRZHYHU/ WDNHV D VXEVWDQWLDO DPRXQW RI WLPH – SHUKDSV WZR WR VL[
\HDUV – DQG VR WKH DGMXVWPHQW SURFHVV LV OLNHO\ WR EH VORZ1 0RUHRYHU/ GHYHORSHUV KDYH
LPSHUIHFW LQIRUPDWLRQ DERXW IXWXUH GHPDQG DQG OLPLWHG NQRZOHGJH DERXW IRUWKFRPLQJ
VXSSO\ DQG VR WKH DPRXQW RI QHZ FRQVWUXFWLRQ LV OLNHO\ WR GLIIHU IURP WKDW ZKLFK ZRXOG
WDNH SODFH ZLWK SHUIHFW IRUHVLJKW1
47 &RQVHTXHQWO\ WKH UDWLR PD\ ULVH IDU DERYH RQH EHIRUH
WKH QHZ FRQVWUXFWLRQ LV UHDG\ IRU RFFXSDQF\ DQG DGGLWLRQDO VXSSO\ PD\ FRQWLQXH WR
LQFUHDVH IRU VHYHUDO \HDUV DIWHU YDFDQF\ UDWHV VWDUW WR ULVH1 7KXV UHDO HVWDWH F\FOHV PD\
46 ,Q WKH HPSLULFDO OLWHUDWXUH/ UHQW DGMXVWPHQW HTXDWLRQV DUH VSHFLILHG ZLWK UHQW FKDQJH D
ODJJHG IXQFWLRQ RI WKH GHYLDWLRQ LQ WKH DFWXDO YDFDQF\ UDWH IURP WKH QDWXUDO YDFDQF\ UDWH1
7KDW LV/ WKH H[SHFWHG UDWH RI FKDQJH LQ UHDO RIILFH PDUNHW UHQWV LV PRGHOHG DV GHSHQGLQJ
SRVLWLYHO\ RQ WKH JDS EHWZHHQ WKH DFWXDO YDFDQF\ UDWH DQG WKH EHJLQQLQJ0SHULRG YDFDQF\
UDWH1 $ QDWXUDO YDFDQF\ UDWH LV LPEHGGHG LQ WKH FRQVWDQW WHUP/ ZKLFK LV LQWHUSUHWDEOH DV
WKH SURGXFW RI WKH DGDSWDWLRQ FRHIILFLHQW DQG WKH QDWXUDO YDFDQF\ UDWH +6HH 6KLOOLQJ/
6LUPDQV/ DQG &RUJHO +4<;:, DQG :KHDWRQ DQG 7RUWR +4<;;,,
47 5RVHQ +4<;7/ S1594, LQ RQH RI WKH IHZ DFDGHPLF VWXGLHV RI FRPPHUFLDO UHDO HVWDWH
REVHUYHV WKDW ‡3UHVHQW PHWKRGRORJ\ IRU DQDO\]LQJ IXWXUH FRPPHUFLDO UHDO HVWDWH PDUNHW
FRQGLWLRQV FDQ DW EHVW EH VDLG WR EH LQDGHTXDWH1 ‡<
RFFXU VLPSO\ EHFDXVH RI IRUHFDVW HUURUV DQG ODJV LQ WKH DGMXVWPHQW RI WKH VWRFN RI
FRPPHUFLDO VWUXFWXUHV1
7KH GHJUHH RI KHWHURJHQHLW\ RI UHVHUYDWLRQ SULFHV/ KW/ PD\ DOVR EH H[SHFWHG WR YDU\
RYHU WLPH1 ,Q JHQHUDO KW LV OLNHO\ WR LQFUHDVH ZKHQ YDFDQFLHV DUH ORZ DQG QHZ LQIRUPDWLRQ
UHJDUGLQJ WKH GHWHUPLQDQWV RI GHPDQG FDXVHV SULFHV WR ULVH1 ,QYHVWRUV PD\ EHOLHYH WKDW
WKH\ KDYH VSHFLDO LQVLJKW LQWR KRZ WKH QHZ LQIRUPDWLRQ ZLOO DIIHFW GHPDQG DQG IXWXUH
SULFH LQFUHDVHV RU WKH\ PD\ PDNH HUURUV LQ LQWHUSUHWLQJ WKH QHZ LQIRUPDWLRQ1 2Q WKH RWKHU
KDQG/ KW LV OLNHO\ WR IDOO ZKHQ YDFDQFLHV DUH KLJK DQG SULFHV DUH IDOOLQJ/ DW OHDVW LQ SDUW
EHFDXVH WKH PRVW RSWLPLVWLF LQYHVWRUV DUH OLNHO\ WR VXIIHU ILQDQFLDO GLVWUHVV RU IDLOXUH DQG
EH REOLJHG WR OHDYH WKH PDUNHW1
48
,Q JHQHUDO WKH QXPEHU RI SRWHQWLDO LQYHVWRUV LQ FRPPHUFLDO UHDO HVWDWH +1, ZLOO QRW
EH DQ LPSRUWDQW GHWHUPLQDQW RI WKH G\QDPLFV RI UHDO HVWDWH SULFHV EHFDXVH LW GRHV QRW YDU\
PXFK1 %XW RQH H[FHSWLRQ PD\ KDYH EHHQ LPSRUWDQW GXULQJ WKH 4<;3V ZKHQ PDQ\
FRXQWULHV EHJDQ WR OLEHUDOL]H ILQDQFLDO UHJXODWLRQ DQG RSHQ WKHLU PDUNHWV WR IRUHLJQ
LQYHVWRUV1 7KH OLEHUDOL]DWLRQ RI ILQDQFLDO UHJXODWLRQ PD\ KDYH LQFUHDVHG 1W/ E\ LQFUHDVLQJ
WKH QXPEHU RI LQVWLWXWLRQV WKDW ZHUH SHUPLWWHG WR LQYHVW LQ UHDO HVWDWH GLUHFWO\ +DV LQ WKH
86, RU E\ SHUPLWWLQJ IRUHLJQHUV WR LQYHVW LQ UHDO HVWDWH +DV LQ VHYHUDO HPHUJLQJ PDUNHWV,1
)LQDOO\/ WKH VXSSO\ RI ILQDQFLDO UHVRXUFHV DYDLODEOH WR UHDO HVWDWH LQYHVWRUV/ /W/
DSSHDUV WR KDYH EHHQ DQ LPSRUWDQW IDFWRU WKDW LQFUHDVHG WKH ERRP LQ UHDO HVWDWH SULFHV DQG
H[WHQGHG LWV GXUDWLRQ LQ DOO RI WKH FDVHV ZH DQDO\]H1 7KLV UDLVHV WKH TXHVWLRQ/ ZK\/
GHVSLWH WKH HYLGHQW GDQJHUV RI KHDY\ FRQFHQWUDWLRQV RI UHDO HVWDWH OHQGLQJ/ GLG
48 7KH GLVWULEXWLRQ PD\ EHFRPH VNHZHG WR WKH OHIW RI 3- DW WKLV SRLQW VLQFH WKRVH LQYHVWRUV
ZLWK K!3 PD\ EH REOLJHG WR OHDYH WKH PDUNHW/ EXW WKRVH ZLWK K?3 ZLOO EH LQ UHODWLYHO\
VWURQJ ILQDQFLDO FRQGLWLRQ143
EDQNV SHUPLW WKHLU H[SRVXUHV WR UHDO HVWDWH EHFRPH VR ODUJH"
5161 7 K H5 R O HR I% D Q N V
$ EDQN¶V ORDQ0FRQFHQWUDWLRQ GHFLVLRQ FDQ EH PRGHOHG DV WKH RXWFRPH RI DQ
H[SHFWHG SURILW FDOFXODWLRQ VXEMHFW WR WKH FRQVWUDLQW WKDW WKH SHUFHLYHG ULVN RI EDQNUXSWF\
EH QR JUHDWHU WKDQ VRPH SUREDELOLW\ J +*XWWHQWDJ DQG +HUULQJ +4<;8/ 4<;9,,1 :H FDQ
H[SUHVV WKLV FRQVWUDLQW DV=
3U+ $ d 0, dJ +6,
ZKHUH $ LV WKH YDOXH RI WKH EDQN¶V SRUWIROLR RI DVVHWV DW WKH HQG RI WKH SHULRG DQG 0 WKH
EDQN¶V PLQLPXP DFFHSWDEOH YDOXH RI DVVHWV ZKLFK LV GHWHUPLQHG HLWKHU E\ LQWHUQDO ULVN
JXLGHOLQHV RU WKH FDSLWDO UDWLR UHTXLUHG E\ UHJXODWRUV/ ZKLFKHYHU LV ELQGLQJ1 %\ PDNLQJ
XVH RI 7FKHE\VKHII¶V LQHTXDOLW\ ZH FDQ UHZULWH WKLV FRQVWUDLQW DV




5 LV WKH YDULDQFH RI WKH H[SHFWHG UHWXUQ RQ WKH EDQN¶V SRUWIROLR RI ORDQV1 8VLQJ
WKLV IRUPXODWLRQ RI WKH FRQVWUDLQW/ ZH FDQ IRUP WKH /DJUDQJLDQ H[SUHVVLRQ=
:KHUH 9 LV WKH VKDGRZ SULFH RI WKH ULVN FRQVWUDLQW/ UM LV WKH H[SHFWHG UHWXUQ RQ
DVVHW M DQG L LV RQH SOXV WKH RSSRUWXQLW\ FRVW RI IXQGV1 )RU HDVH RI H[SRVLWLRQ ZH ZLOO
IRFXV RQ WKH WZR0DVVHW FDVH LQ ZKLFK WKH ULVN FRQVWUDLQW LV ELQGLQJ +9!3,1 /4 LV WKH
DPRXQW WKH EDQN ZLOO FKRRVH WR OHQG WR WKH UHDO HVWDWH VHFWRU JLYHQ /5/ WKH RWKHU DVVHWV LQ
WKH EDQN¶V SRUWIROLR=
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7KH FRQFHQWUDWLRQ RI ORDQV WR WKH UHDO HVWDWH VHFWRU – WKH DPRXQW OHQW UHODWLYH WR FDSLWDO –
ZLOO EH JUHDWHU WKH KLJKHU WKH H[SHFWHG UHWXUQ UHODWLYH WR WKH RSSRUWXQLW\ FRVW RI IXQGV DQG
WKH ORZHU WKH SHUFHLYHG FRYDULDQFH RI UHWXUQV ZLWK WKH UHVW RI WKH SRUWIROLR1
’LIIHUHQWLDWLRQ RI WKH ILUVW0RUGHU FRQGLWLRQV +VHH $SSHQGL[ $, VKRZV WKDW WKH GHVLUHG
FRQFHQWUDWLRQ LQFUHDVHV DV WKH SURPLVHG UHWXUQ LQFUHDVHV +w/42w54!3,> GHFOLQHV DV WKH
H[SHFWHG SUREDELOLW\ RI D GHIDXOW LQFUHDVHV +w/42wS4?3,> GHFOLQHV DV WKH SHUFHLYHG
FRUUHODWLRQ ZLWK WKH UHVW RI WKH SRUWIROLR LQFUHDVHV +w/42wU45?3 IRU U45!3,> GHFOLQHV DV WKH
FDSLWDO UHTXLUHPHQW LQFUHDVHV +w/42w0?3,> DQG LQFUHDVHV DV WKH H[SHFWHG YDOXH RI DVVHWV
LQFUHDVHV +w/42w(+$,!3,1
$OWKRXJK ZH GR QRW KDYH GDWD WKDW HQDEOH XV WR HVWLPDWH WKH SDUDPHWHUV RI WKLV
PRGHO RI EDQN EHKDYLRU/ LW LV QRQHWKHOHVV XVHIXO IRU PDNLQJ LQIHUHQFHV DERXW ZKDW PD\
KDYH PRWLYDWHG GHFLVLRQV WR WDNH RQ LQFUHDVLQJ FRQFHQWUDWLRQV RI ORDQV WR WKH UHDO HVWDWH
VHFWRU1 )LUVW/ OHQGLQJ WR WKH UHDO HVWDWH VHFWRU ZDV DWWUDFWLYH EHFDXVH LW DSSHDUHG WR EH
SURILWDEOH1 3URPLVHG UHWXUQV +ZKHUH 54 LV LQWHUSUHWHG WR LQFOXGH QRW MXVW WKH FRQWUDFWXDO
LQWHUHVW UDWH EXW DOVR IHHV VWDWHG LQ LQWHUHVW0HTXLYDOHQW IRUP, ZHUH RIWHQ KLJKHU WKDQ UDWHV
DYDLODEOH RQ SULPH FRUSRUDWH ORDQV1 ,QGHHG/ LQ VHYHUDO RI WKH FDVHV ZKLFK ZH DQDO\]H/ WKH
LQLWLDO EXUVW RI OHQGLQJ RFFXUUHG ZKHQ EDQNV UHFHLYHG H[SDQGHG SRZHUV ZKLFK ZHUH/ LQ
SDUW/ LQWHQGHG WR LQFUHDVH EDQN SURILWV DQG KHOS WKHP WR FRPSHWH PRUH HIIHFWLYHO\ ZLWK
OHVV KHDYLO\ UHJXODWHG ILQDQFLDO ILUPV1
5LVLQJ UHDO HVWDWH SULFHV PD\ DOVR KDYH GLUHFWO\ HQFRXUDJHG JUHDWHU OHQGLQJ WR WKH
UHDO HVWDWH VHFWRU LQ WZR ZD\V1 )LUVW/ WR WKH H[WHQW WKDW WKH EDQN¶V RZQ KROGLQJV RI UHDO
HVWDWH URVH LQ YDOXH/ (+$, DQG WKH HFRQRPLF YDOXH RI WKH EDQN¶V FDSLWDO LQFUHDVHG DQG VR45
ZRXOG WKH EDQN¶V ZLOOLQJQHVV WR KROG PRUH UHDO HVWDWH ORDQV1 6HFRQG/ WR WKH H[WHQW WKDW
WKH PDUNHW YDOXH RI FROODWHUDO RQ RXWVWDQGLQJ UHDO HVWDWH ORDQV LQFUHDVHG/ WKH ULVN RI ORVV
RQ WKH H[LVWLQJ SRUWIROLR RI ORDQV GHFOLQHG DQG LW ZDV SRVVLEOH WR OHQG PRUH ZLWKRXW
LQFUHDVLQJ WKH SUREDELOLW\ RI EDQNUXSWF\/ J1 ,QFUHDVLQJ UHDO HVWDWH SULFHV PD\ DOVR KDYH
KDG D PRUH VXEWOH LPSDFW RQ WKH VXEMHFWLYH SUREDELOLW\ RI D GHIDXOW ZKLFK EDQNV DSSOLHG
WR QHZ UHDO HVWDWH OHQGLQJ/ D SRVVLELOLW\ ZH GLVFXVV LQ WKH QH[W VHFWLRQ1
’HVSLWH WKHVH IDFWRUV ZKLFK LQFUHDVHG WKH DWWUDFWLYHQHVV RI UHDO HVWDWH OHQGLQJ/ LW LV
FOHDU +DW OHDVW ZLWK WKH EHQHILW RI KLQGVLJKW, WKDW EDQNV IDLOHG WR DVVHVV ULVNV DSSURSULDWHO\1
:K\ GLG EDQNV XQGHUHVWLPDWH WKH ULVNV RI KHDY\ FRQFHQWUDWLRQV RI UHDO HVWDWH OHQGLQJ"
7KUHH K\SRWKHVHV DUH SODXVLEOH=+ 4 , EDQNV XQGHUHVWLPDWHG ULVNV EHFDXVH WKH\ ZHUH
VXEMHFW WR GLVDVWHU P\RSLD>+ 5 , EDQNV XQGHUHVWLPDWHG WKH ULVNV EHFDXVH RI SRRU GDWD DQG
ZHDN DQDO\VLV> RU +6, EDQNV LJQRUHG WKH ULVNV EHFDXVH RI SHUYHUVH LQFHQWLYHV1
516141 ’LVDVWHU 0\RSLD
,Q PRVW RI WKH FDVHV ZH DQDO\]HG DW OHDVW RQH JHQHUDWLRQ KDG SDVVHG VLQFH WKH ODVW
FUDVK LQ UHDO HVWDWH SULFHV1 ,QGHHG/ LQ PRVW LQVWDQFHV UHDO HVWDWH SULFHV KDG FOLPEHG
VWHDGLO\ XSZDUG IRU D VLJQLILFDQW SHULRG1 &RQVHTXHQWO\/ WKH UHSD\PHQW UHFRUG RQ UHDO
HVWDWH ORDQV ZDV UHODWLYHO\ JRRG LQ FRPSDULVRQ WR RWKHU W\SHV RI OHQGLQJ1 *XWWHQWDJ DQG
+HUULQJ +4<;7/ 4<;9, KDYH DUJXHG WKDW WKH XQGHUHVWLPDWLRQ RI VXFK ORZ0IUHTXHQF\ VKRFNV
PD\ EH D SODXVLEOH FRQVHTXHQFH RI WKH ZD\ LQ ZKLFK GHFLVLRQV DUH PDGH XQGHU
XQFHUWDLQW\1
7KH DELOLW\ WR HVWLPDWH WKH SUREDELOLW\ RI D VKRFN – OLNH D FROODSVH LQ UHDO HVWDWH
SULFHV – GHSHQGV RQ WZR NH\ IDFWRUV1 )LUVW LV WKH IUHTXHQF\ ZLWK ZKLFK WKH VKRFN RFFXUV
UHODWLYH WR WKH IUHTXHQF\ RI FKDQJHV LQ WKH XQGHUO\LQJ FDXVDO VWUXFWXUH1 ,I WKH VWUXFWXUH46
FKDQJHV HYHU\ WLPH D VKRFN RFFXUV/ WKHQ HYHQWV GR QRW JHQHUDWH XVHIXO HYLGHQFH UHJDUGLQJ
SUREDELOLWLHV1
2Q WKH RWKHU KDQG/ LI WKH VKRFN RFFXUV PDQ\ WLPHV ZKLOH WKH VWUXFWXUH LV VWDEOH/
SUREDELOLWLHV PD\ EH HVWLPDWHG ZLWK FRQVLGHUDEOH FRQILGHQFH1 +LJK0IUHTXHQF\ VKRFNV
DIIHFW PDQ\ NLQGV RI DFWLYLWLHV FRQGXFWHG E\ EDQNV1 )RU H[DPSOH/ GHIDXOW UDWHV RQ FUHGLW
FDUG UHFHLYDEOHV DQG FDU ORDQV RU URXWLQH GHSRVLW ZLWKGUDZDOV FDQ EH HVWLPDWHG ZLWK
FRQVLGHUDEOH FRQILGHQFH1 &RQVHTXHQWO\/ KLJK IUHTXHQF\ VKRFNV DUH QRW D VLJQLILFDQW
VRXUFH RI LQVROYHQF\ H[SRVXUH IRU EDQNV1 %DQNV KDYH ERWK WKH NQRZOHGJH DQG WKH
LQFHQWLYH WR SULFH KLJK0IUHTXHQF\ VKRFNV SURSHUO\ DQG WR PDNH DGHTXDWH SURYLVLRQV WR
VHUYH DV D EXIIHU DJDLQVW ORVV1 ,I WKH\ GR QRW/ WKH\ ZLOO TXLFNO\ LQFXU UXLQRXV ORVVHV WKDW
ZLOO OHDG WR LQVROYHQF\1
,Q FRQWUDVW/ WKH FDXVDO VWUXFWXUH XQGHUO\LQJ ORZ0IUHTXHQF\ HFRQRPLF VKRFNV VXFK
DV VSHFXODWLYH EXEEOHV/ VKLIWV LQ SROLF\ UHJLPHV/ RU DEUXSW FKDQJHV LQ UHODWLYH SULFHV PD\
QRW UHPDLQ VWDEOH IRU ORQJ HQRXJK WR SHUPLW HVWLPDWLRQ RI VKRFN SUREDELOLWLHV ZLWK PXFK
FRQILGHQFH1 1RQHWKHOHVV/ LI ZH KDYH VXIILFLHQW NQRZOHGJH RI WKH PHFKDQLVP GHWHUPLQLQJ
RXWFRPHV – OLNH WKH WRVV RI D IDLU FRLQ – ZH PD\ EH DEOH WR SUHGLFW WKH SUREDELOLW\ RI DQ
HYHQW ZLWK FRQVLGHUDEOH FRQILGHQFH HYHQ LI ZH ODFN D VXIILFLHQW DPRXQW RI HPSLULFDO
HYLGHQFH1 ,Q FRQWUDVW WR WKH WUDQVSDUHQW PHFKDQLVP ZKLFK JHQHUDWHV RXWFRPHV LQ WKH WRVV
RI D FRLQ/ RXU XQGHUVWDQGLQJ RI WKH HFRQRPLF SURFHVVHV JHQHUDWLQJ VKRFNV OLNH WKH
FROODSVH RI UHDO HVWDWH SULFHV LV PXFK OHVV FRPSUHKHQVLYH DQG/ WKHUHIRUH/ PRUH OLNHO\ WR EH
VXEMHFW WR XQFHUWDLQW\1 +RZ GR EDQNV PDNH GHFLVLRQV ZLWK UHJDUG WR ORZ0IUHTXHQF\
VKRFNV ZLWK XQFHUWDLQ SUREDELOLWLHV"47
6SHFLDOLVWV LQ FRJQLWLYH SV\FKRORJ\ KDYH IRXQG WKDW GHFLVLRQ0PDNHUV/ HYHQ WUDLQHG
VWDWLVWLFLDQV/ WHQG WR IRUPXODWH VXEMHFWLYH SUREDELOLWLHV RQ WKH EDVLV RI WKH ‡DYDLODELOLW\
KHXULVWLF/· WKH HDVH ZLWK ZKLFK WKH GHFLVLRQ0PDNHU FDQ LPDJLQH WKDW WKH HYHQW ZLOO RFFXU
+7YHUVN\ DQG .DKQHQPDQ +4<;5,,1 6LQFH WKH HDVH ZLWK ZKLFK DQ HYHQW FDQ EH LPDJLQHG
LV KLJKO\ FRUUHODWHG ZLWK WKH IUHTXHQF\ WKDW WKH HYHQW RFFXUV/ WKLV UXOH RI WKXPE SURYLGHV D
UHDVRQDEO\ DFFXUDWH HVWLPDWH RI KLJK0IUHTXHQF\ HYHQWV1 %XW HDVH RI UHFDOO LV DOVR DIIHFWHG
E\ RWKHU IDFWRUV VXFK DV WKH WLPH HODSVHG VLQFH WKH ODVW RFFXUUHQFH1 8QGHU VXFK
FLUFXPVWDQFHV WKH DYDLODELOLW\ KHXULVWLF FDQ JLYH ULVH WR DQ ‡DYDLODELOLW\ ELDV1· 7KLV LV
GHSLFWHG LQ )LJXUH 6 ZKHUH WKH VXEMHFWLYH SUREDELOLW\ RI D FROODSVH LQ UHDO HVWDWH SULFHV/ S/
LV VKRZQ DV D GHFOLQLQJ IXQFWLRQ RI WKH WLPH HODSVHG VLQFH WKH ODVW VKRFN DW W 31
$W VRPH SRLQW/ WKLV WHQGHQF\ WR XQGHUHVWLPDWH VKRFN SUREDELOLWLHV LV H[DFHUEDWHG
E\ WKH WKUHVKROG KHXULVWLF +6LPRQ+4<:;,,1 7KLV LV WKH UXOH RI WKXPE E\ ZKLFK EXV\
GHFLVLRQ0PDNHUV DOORFDWH WKHLU VFDUFHVW UHVRXUFH/ PDQDJHULDO DWWHQWLRQ1 :KHQ WKH
VXEMHFWLYH SUREDELOLW\ IDOOV EHORZ VRPH WKUHVKROG DPRXQW/+ S -LQ )LJXUH 6, LW LV
GLVUHJDUGHG DQG WUHDWHG DV LI LW ZHUH ]HUR1
2QFH WKLV WKUHVKROG KDV EHHQ UHDFKHG/ EHKDYLRU VHOGRP FKDQJHV HYHQ LQ WKH IDFH
RI HYLGHQFH WKDW WKH DFWXDO VKRFN SUREDELOLW\ KDV LQFUHDVHG DV/ IRU H[DPSOH/ LQ WKH FDVHV
GLVFXVVHG LQ VXFFHHGLQJ VHFWLRQV ZKHUH FRPPHUFLDO UHDO HVWDWH OHQGLQJ FRQWLQXHV GHVSLWH
HYLGHQFH RI ULVLQJ YDFDQF\ UDWHV1 %XW WKH WHQVLRQ EHWZHHQ REVHUYDWLRQV DQG EHOLHIV PD\
JLYH ULVH WR FRJQLWLYH GLVVRQDQFH1 :KHQ FRQIURQWHG E\ HYLGHQFH WKDW FKDOOHQJHV WKH
FRPSHWHQFH RI WKHLU GHFLVLRQV/ EDQNHUV/ OLNH RWKHU GHFLVLRQPDNHUV/ ILUVW WHQG WR LJQRUH LW/
WKHQ UHMHFW LW DQG ILQDOO\ DFFRPPRGDWH LW E\ FKDQJLQJ RWKHU EHOLHIV LQ RUGHU WR SURWHFW
WKHLU VHOI0HVWHHP DV SUXGHQW OHQGHUV148
7KH DYDLODELOLW\ DQG WKUHVKROG KHXULVWLFV WRJHWKHU FDXVH ‡GLVDVWHU P\RSLD/·W K H
WHQGHQF\ RYHU WLPH WR XQGHUHVWLPDWH WKH SUREDELOLW\ RI ORZ0IUHTXHQF\ VKRFNV1
49 7R WKH
H[WHQW WKDW VXEMHFWLYH SUREDELOLWLHV +SW, GHFOLQH HYHQ WKRXJK DFWXDO SUREDELOLWLHV UHPDLQ
FRQVWDQW RU LQFUHDVH/ EDQNV WDNH RQ JUHDWHU H[SRVXUHV UHODWLYH WR WKHLU FDSLWDO SRVLWLRQV
DQG WKH EDQNLQJ V\VWHP EHFRPHV PRUH YXOQHUDEOH WR D GLVDVWHU1 7KLV LV DQ LQVLGLRXV
SURFHVV1 ’LVDVWHU P\RSLD FDQ OHDG EDQNV WR EHFRPH PRUH YXOQHUDEOH WR D GLVDVWHU ZLWKRXW
DQ\RQH KDYLQJ WDNHQ D FRQVFLRXV GHFLVLRQ WR LQFUHDVH LQVROYHQF\ H[SRVXUH1
’LVDVWHU P\RSLD LV OLNHO\ WR EH VKDUHG E\ D ODUJH QXPEHU RI EDQNV EHFDXVH
XQFHUWDLQW\ PD\ DOVR EH FRQGXFLYH WR ‡KHUGLQJ· LQ ZKLFK EDQNV WDNH RQ ODUJHO\ VLPLODU
H[SRVXUHV1 %HLQJ SDUW RI D JURXS SURYLGHV DQ DSSDUHQW YLQGLFDWLRQ RI WKH LQGLYLGXDO
EDQNHU¶V MXGJPHQW/ DQG VRPH GHIHQVH DJDLQVW H[ SRVW UHFULPLQDWLRQV LI WKH VKRFN RFFXUV1
.H\QHV +4<64, SHUFHLYHG WKLV FOHDUO\=
$ ‡VRXQG· EDQNHU/ DODV/ LV QRW RQH ZKR IRUHVHHV GDQJHU DQG DYRLGV LW/ EXW RQH ZKR/
ZKHQ KH LV UXLQHG/ LV UXLQHG LQ D FRQYHQWLRQDO ZD\ DORQJ ZLWK KLV IHOORZV VR WKDW QR
RQH FDQ UHDOO\ EODPH KLP1
’LVDVWHU P\RSLD PD\ DOVR DIIOLFW WKH VXSHUYLVRUV ZKR VKRXOG FRQVWUDLQ WKH
LQFUHDVLQJ YXOQHUDELOLW\ RI EDQNV1 6XSHUYLVRUV/ DIWHU DOO/ DUH OLNHO\ WR EH VXEMHFW WR WKH
VDPH SHUFHSWXDO ELDVHV DV EDQNHUV1 7KH FRQGLWLRQV WKDW FDXVHG GLVDVWHU P\RSLD DPRQJ
EDQNHUV PD\ DOVR KDYH LQIOXHQFHG UHJXODWRUV1 )RU H[DPSOH/ RQH VHDVRQHG UHJXODWRU
VSHFXODWHG DERXW ZK\ VXSHUYLVLRQ KDG EHHQ VR LQHIIHFWXDO LQ SUHYHQWLQJ WKH EDQNLQJ
SUREOHPV GXULQJ WKH 4<;3V/ ZKLFK LQFOXGHG +DPRQJ RWKHU SUREOHPV, PXOWLSOH EDQN
IDLOXUHV LQ WKH ZDNH RI UHJLRQDO FROODSVHV LQ UHDO HVWDWH SULFHV1 (WWLQ +4<<4/ S1 48,
49 $OWKRXJK WKLV H[SRVLWLRQ UHOLHV KHDYLO\ RQ FRJQLWLYH SV\FKRORJ\ WR H[SODLQ GLVDVWHU
P\RSLD/ *XWWHQWDJ DQG +HUULQJ +4<;7, VKRZ WKDW WKH K\SRWKHVLV LV FRQVLVWHQW ZLWK WKH
%D\HVLDQ DSSURDFK WR RSWLPL]DWLRQ IRU ORZ IUHTXHQF\ HYHQWV149
FRQMHFWXUHG WKDW SDUW RI WKH DQVZHU PLJKW EH ‡WKH FRPIRUW RI \HDUV RI UHDO DQG ILQDQFLDO
PDFURVWDELOLW\ ZLWK XQXVXDOO\ ORZ IDLOXUH UDWHV LQ ERWK WKH EDQNLQJ DQG WKULIW
LQGXVWULHV«1· 7KLV PXVW KDYH EHHQ HTXDOO\ WUXH RI EDQN VXSHUYLVRUV LQ -DSDQ DQG
6ZHGHQ ZKR KDG H[SHULHQFHG DQ HYHQ JUHDWHU GHJUHH RI VWDELOLW\ RYHU WKH SDVW WKUHH
GHFDGHV1
6XVFHSWLELOLW\ WR GLVDVWHU P\RSLD LV RIWHQ UHLQIRUFHG E\ VHYHUDO LQVWLWXWLRQDO
IDFWRUV1 )RU H[DPSOH/ PDQDJHULDO DFFRXQWLQJ V\VWHPV PD\ LQDGYHUWHQWO\ IDYRU DFWLYLWLHV
VXEMHFW WR ORZ0IUHTXHQF\ VKRFNV1 $OWKRXJK VWDQGDUG DFFRXQWLQJ SUDFWLFHV DUH KHOSIXO LQ
PRQLWRULQJ/ SULFLQJ DQG SURYLVLRQLQJ IRU KLJK0IUHTXHQF\ VKRFNV/ WKH\ DUH QRW XVHIXO LQ
FRQWUROOLQJ H[SRVXUH WR D ORZ0IUHTXHQF\ KD]DUG EHFDXVH WKH VKRFN RFFXUV VR LQIUHTXHQWO\
WKDW LW ZLOO QRW EH FDSWXUHG LQ WKH XVXDO UHSRUWLQJ SHULRG1 ,QGHHG/ WKH DEVHQFH RI EDG
RXWFRPHV LQ WKH DFFRXQWLQJ GDWD PD\ LQWHQVLI\ SUHVVXUHV WR UHGXFH GHIDXOW SUHPLXPV DQG
UHVHUYHV1 0RUHRYHU/ LQ WKH DEVHQFH RI DSSURSULDWH SURYLVLRQV IRU SRWHQWLDO ORVVHV/ DQ
DFWLYLW\ VXEMHFW WR ORZ0SUREDELOLW\ VKRFNV ZLOO DSSHDU PLVOHDGLQJO\ SURILWDEOH1 7KLV
SUREOHP LV RIWHQ FRPSRXQGHG E\ WKH SUDFWLFH RI UHFRJQL]LQJ IHHV +ZKLFK PD\ EH
FRQVLGHUDEOH LQ VRPH OLQHV RI UHDO HVWDWH ILQDQFH, XS IURQW/ ZKHQ WKH ORDQ LV ERRNHG/
UDWKHU WKDQ DPRUWL]LQJ WKHP RYHU WKH OLIH RI WKH ORDQ1
7KH LOOXVLRQ RI KLJK SURILWDELOLW\ FUHDWHV DGGLWLRQDO SUREOHPV1 7R WKH H[WHQW WKDW
VDODULHV DQG ERQXVHV DUH EDVHG RQ UHSRUWHG VKRUW0WHUP SURILWV ZLWKRXW DGMXVWPHQW IRU
UHVHUYHV DJDLQVW VKRFNV/ WKH OLQH RIILFHUV ZKR DUH LQ WKH EHVW SRVLWLRQ WR DVVHVV VXFK
GDQJHUV ZLOO EH UHZDUGHG IRU GLVUHJDUGLQJ WKHP1 ,Q WKH 86 WKLV LQFHQWLYH WR WDNH D VKRUW0
WHUP YLHZ LV RIWHQ VWUHQJWKHQHG E\ WKH SURVSHFW RI MRE PRELOLW\1 0DQDJHUV PD\ H[SHFW
WKDW WKH\ ZLOO EH HOVHZKHUH – LQ DQRWKHU MRE/ SHUKDSV LQ DQRWKHU LQVWLWXWLRQ – E\ WKH WLPH4:
SUREOHPV HPHUJH1 7KH DSSHDUDQFH RI KLJK SURILWDELOLW\ PD\ DOVR LPSHGH WKH
HIIHFWLYHQHVV RI WKH VXSHUYLVRU\ DXWKRULWLHV/ ZKR ILQG LW YHU\ GLIILFXOW WR GLVFLSOLQH EDQNV
WKDW DSSHDU WR EH KLJKO\ SURILWDEOH1
,Q DGGLWLRQ/ FRPSHWLWLRQ PD\ LQWHUDFW ZLWK GLVDVWHU P\RSLD LQ WZR UHODWHG ZD\V WR
LQFUHDVH YXOQHUDELOLW\1 )LUVW/ FRPSHWLWLYH PDUNHWV PDNH LW LPSRVVLEOH IRU EDQNV WKDW DUH
QRW GLVDVWHU P\RSLF WR SULFH WUDQVDFWLRQV DV LI WKHUH ZHUH D ILQLWH SUREDELOLW\ RI D PDMRU
VKRFN ZKHQ EDQNV DQG RWKHU FRPSHWLWRUV ZKR DUH GLVDVWHU P\RSLF SULFH WKHP DV LI WKDW
SUREDELOLW\ ZHUH ]HUR1 6HFRQG/ LI EDQNV DUH DSSDUHQWO\ HDUQLQJ UHWXUQV DERYH WKH
FRPSHWLWLYH OHYHO +GLVUHJDUGLQJ WKH QHHG IRU UHVHUYHV DJDLQVW IXWXUH VKRFNV,/ HTXDOO\
P\RSLF EDQNV ZLOO EH HQFRXUDJHG WR HQWHU WKH PDUNHW/ WKXV HURGLQJ WKRVH UHWXUQV1 ,Q
UHVSRQVH/ EDQNV FDQ SURWHFW WDUJHW UDWHV RI UHWXUQ RQ HTXLW\ IRU D WLPH E\ LQFUHDVLQJ WKHLU
OHYHUDJH DQG UDWLRQDOL]LQJ VXFK DFWLRQV LQ WHUPV RI WKH QHHG WR PDLQWDLQ WDUJHW UHWXUQV LQ
WKH IDFH RI VKULQNLQJ PDUJLQV/ DQG LQ WHUPV RI VLPLODU DFWLRQV E\ RWKHU EDQNV1 7KXV
FRPSHWLWLRQ/ LQWHUDFWLQJ ZLWK GLVDVWHU P\RSLD/ PD\ DFFHOHUDWH WKH SURFHVV WKURXJK ZKLFK
EDQNV EHFRPH LQFUHDVLQJO\ YXOQHUDEOH WR D PDMRU VKRFN OLNH D FROODSVH LQ UHDO HVWDWH
SULFHV1
2QFH D VKRFN RFFXUV/ GLVDVWHU P\RSLD PD\ WXUQ LQWR GLVDVWHU PDJQLILFDWLRQ1 7KH
DYDLODELOLW\ KHXULVWLF PD\ H[DFHUEDWH ILQDQFLDO FRQGLWLRQV EHFDXVH/ MXVW DIWHU D VKRFN KDV
RFFXUUHG +VXFK DV W . Qc LQ )LJXUH 6,/ LW LV DOO WRR HDV\ WR LPDJLQH DQRWKHU VKDUS GHFOLQH LQ
UHDO HVWDWH SULFHV DQG WKH VXEMHFWLYH VKRFN SUREDELOLW\ ZLOO ULVH ZHOO DERYH WKH WUXH VKRFN
SUREDELOLW\1 $V *XWWHQWDJ DQG +HUULQJ +4<;7, VKRZ/ WKLV ZLOO UHVXOW LQ VKDUSO\ LQFUHDVHG
WLHULQJ RI LQWHUHVW UDWHV LQ ILQDQFLDO PDUNHWV DV OHQGHUV WU\ WR UHGXFH H[SRVXUHV DQG
LQFUHDVH ULVN SUHPLXPV LQ UHVSRQVH WR VKDUSO\ KLJKHU VKRFN SUREDELOLWLHV1 7KH H[WHQW RI4;
FUHGLW UDWLRQLQJ LV OLNHO\ WR H[SDQG IRU ERUURZHUV ZKR FDQQRW RIIHU D FUHGLEOH FRQWUDFWXDO
UDWH WKDW ZLOO FRPSHQVDWH IRU WKH LQFUHDVH LQ WKH SHUFHLYHG ULVN RI GHIDXOW1
7KH DEUXSW GURS LQ WKH IORZ RI FUHGLW WR WKH UHDO HVWDWH PDUNHW ZLOO SXW IXUWKHU
GRZQZDUG SUHVVXUH RQ UHDO HVWDWH SULFHV1 7KLV LV DOVR OLNHO\ WR GLPLQLVK OHQGLQJ WR RWKHU
VHFWRUV RI WKH HFRQRP\ DV EDQNV WU\ WR UHEXLOG WKHLU UHVHUYHV DQG FDSLWDO WR FRSH ZLWK WKH
LQFUHDVHG ULVN RI GHIDXOW1 7R WKH H[WHQW WKDW VXSHUYLVRUV DQG UHJXODWRUV ZHUH VXVFHSWLEOH
WR GLVDVWHU P\RSLD/ WKH\ PD\ DOVR VXIIHU IURP GLVDVWHU PDJQLILFDWLRQ1 ,Q UHVSRQVH WR WKH
JUHDWO\ LQFUHDVHG VXEMHFWLYH SUREDELOLW\ RI D GLVDVWHU WKH\ PD\ VHHN WR SURWHFW WKH EDQNLQJ
V\VWHP E\ LQVLVWLQJ RQ KLJKHU FDSLWDO UDWLRV DQG PRUH DJJUHVVLYH SURYLVLRQLQJ DJDLQVW
SRWHQWLDO ORVVHV1 6HYHUDO DQDO\VWV FKDUJHG WKDW 86 EDQNLQJ UHJXODWRUV H[DFHUEDWHG WKH
UHJLRQDO HFRQRPLF FULVLV LQ 1HZ (QJODQG E\ UDLVLQJ FDSLWDO VWDQGDUGV DQG UHTXLULQJ
UHVHUYHV DJDLQVW UHDO HVWDWH ORDQV HYHQ EHIRUH WKH\ ZHUH FODVVLILHG DV QRQ0SHUIRUPLQJ
+/LWDQ +4<<5,,1
4:
516151 7KH 5ROH RI ,QDGHTXDWH ’DWD DQG :HDN $QDO\VLV
%DQNV PD\ DOVR KDYH XQGHUHVWLPDWHG WKH ULVN RI KHDY\ FRQFHQWUDWLRQV RI ORDQ
H[SRVXUH WR WKH UHDO HVWDWH VHFWRU EHFDXVH RI LQDGHTXDWH LQIRUPDWLRQ DQG ZHDN DQDO\VLV1
8QGHU WKH EHVW RI FLUFXPVWDQFHV/ LW LV GLIILFXOW WR HVWLPDWH WKH SUHVHQW YDOXH RI D UHDO HVWDWH
SURMHFW1 ,W ZLOO GHSHQG/ DPRQJ RWKHU IDFWRUV/ RQ SURMHFWHG UHQWV DQG GLVFRXQW UDWHV
DGMXVWHG IRU DQWLFLSDWHG LQIODWLRQ DQG ORVV LQ YDOXH GXH WR SK\VLFDO RU IXQFWLRQDO
GHSUHFLDWLRQ DQG YDFDQFLHV GXH WR WKH GHYHORSPHQW RI FRPSHWLQJ SURSHUWLHV1 7KH HVWLPDWH
4: 7KLV LQWHUSUHWDWLRQ LV KRWO\ FRQWHVWHG/ KRZHYHU/ VLQFH DW WKH VDPH WLPH WKDW UHJXODWLRQ
WLJKWHQHG/ WKH GHPDQG IRU ERUURZLQJ DOVR GHFOLQHG EHFDXVH RI WKH UHJLRQDO UHFHVVLRQ1
0RUHRYHU/ RWKHU QRQEDQN OHQGHUV/ ZKLFK ZHUH QRW VXEMHFW WR PRUH LQWHQVLYH VXSHUYLVLRQ
RU RIILFLDO FDSLWDO UHTXLUHPHQWV/ DOVR GHFUHDVHG WKHLU OHQGLQJ LQ 1HZ (QJODQG1 )RU IXUWKHU
GLVFXVVLRQ VHH %HUJHU/ +HUULQJ DQG 6]HJ| +4<<8,4<
LV OLNHO\ WR EH YHU\ VHQVLWLYH WR HYHQ PLQRU FKDQJHV LQ WKH DVVXPHG GLVFRXQW UDWH/ RU QHW
UHYHQXHV1 8QIRUWXQDWHO\/ LQ VRPH PDUNHWV GDWD UHJDUGLQJ EXLOGLQJ SHUPLWV/ QHZ
FRQVWUXFWLRQ FRQWUDFWV/ UHQWV/ PDUNHW SULFHV DQG YDFDQF\ UDWHV DUH GLIILFXOW WR REWDLQ DQG
YHULI\1 1RQHWKHOHVV/ SUXGHQW OHQGHUV VKRXOG DW OHDVW DWWHPSW WR PDNH SUHVHQW YDOXH
FDOFXODWLRQV DV D EHQFKPDUN IRU FRPSDULVRQ ZLWK RWKHU YDOXDWLRQ DSSURDFKHV VXFK DV
UHSODFHPHQW FRVWV DQG DSSUDLVDOV EDVHG RQ FRPSDUDEOH SURSHUWLHV1
$SSUDLVDOV EDVHG RQ FRPSDUDEOH SURSHUWLHV DUH JHQHUDOO\ HDV\ WR REWDLQ/ EXW DUH RI
OLPLWHG XVHIXOQHVV WR OHQGHUV1 $SSUDLVDOV VKRZ RQO\ ZKDW SDVW PDUNHW YDOXHV KDYH EHHQ/
QRW ZKDW WKH\ DUH OLNHO\ WR EH RYHU WKH WHUP LQ ZKLFK WKH ORDQ PXVW EH VHUYLFHG DQG
UHSDLG1 0RUHRYHU/ DQ\ GLVWRUWLRQV RI PDUNHW YDOXHV VLPLODUO\ DIIHFW DSSUDLVDOV1 .DQH DQG
+HQGHUVKRWW +4<<8, SUHVHQW HFRQRPHWULF HYLGHQFH RI DSSUDLVDO ELDV1 8VLQJ GDWD IRU 86
FRPPHUFLDO RIILFH PDUNHWV/ WKH\ VKRZ/ EDVHG RQ GHPDQG JURZWK DQG DVVXPLQJ RQO\
EXLOGLQJV DOUHDG\ VWDUWHG ZRXOG DGG WR VWRFN/ DVVHW YDOXHV DV PHDVXUHG E\ DSSUDLVDOV ZHUH
63 SHUFHQW WRR KLJK1 ,Q IDFW/ VXSSO\ GLG FRQWLQXH WR LQFUHDVH/ D Q GL QW K HH Q G /DSSUDLVHG
YDOXHV ZHUH 83 SHUFHQW WRR KLJK1
:KLOH FRPSXWDWLRQ RI UHSODFHPHQW FRVWV LV D XVHIXO GLVFLSOLQH/ LW ILQHVVHV WKH
TXHVWLRQ RI ODQG YDOXHV/ ZKLFK DUH WKH GULYLQJ IRUFH EHKLQG PRVW VXVWDLQHG GHYLDWLRQV
IURP ORQJ0UXQ HTXLOLEULXP YDOXHV1 8OWLPDWHO\/ WKH SULFH RI ODQG PXVW EH FRQVLVWHQW ZLWK
WKH VWUHDP RI QHW LQFRPH WKDW FDQ EH SURGXFHG IURP LWV XVH/ EXW LQ WKH VKRUW UXQ LW ZLOO DOVR
UHIOHFW WKH FDSLWDOL]HG YDOXH RI DQWLFLSDWHG IXWXUH LQFUHDVHV LQ SULFH1 :KHQ LQYHVWRUV
XQFULWLFDOO\ H[WUDSRODWH SDVW SULFH LQFUHDVHV LQWR WKH IXWXUH/ WKH SULFH PD\ ULVH WR
XQVXVWDLQDEOH OHYHOV153
7R WKH H[WHQW WKDW PDUNHW YDOXHV GHSDUW IURP VXVWDLQDEOH/ ORQJ0UXQ HTXLOLEULXP/ LW
PD\ EH VHULRXVO\ PLVOHDGLQJ WR PDUN FROODWHUDO WR PDUNHW1 /HQGHUV PD\ IHHO VDIHU WKDQ
WKH\ VKRXOG ZKHQ SULFHV DUH ULVLQJ DQG RYHUUHDFW ZKHQ SULFHV GHFOLQH1
8QFULWLFDO UHOLDQFH RQ FXUUHQW PDUNHW YDOXHV FDQ DOVR OHDG WR HUURUV LQ
XQGHUZULWLQJ1 :KDW LV UHOHYDQW IRU WKH XQGHUZULWLQJ GHFLVLRQ LV WKH H[SHFWHG YDOXH RI WKH
SURSHUW\ ZKHQ WKH ORDQ LV WR EH UHSDLG/ QRW WKH FXUUHQW YDOXH1 7KLV LV REYLRXVO\ D SUREOHP
ZKHQ LW DSSHDUV WKDW D VSHFXODWLYH EXEEOH LV LQ DQ H[SDQVLRQ SKDVH1 % X WL WL VD O V RD Q
LPSRUWDQW SRLQW HYHQ ZKHQ WKHUH LV QR VXVSLFLRQ RI D VSHFXODWLYH EXEEOH1 %HFDXVH LW RIWHQ
WDNHV D QXPEHU RI \HDUV DIWHU DQ LQFUHDVH LQ GHPDQG IRU WKH VXSSO\ RI QHZ FRQVWUXFWLRQ WR
EH UHDG\ IRU RFFXSDQF\/ WKH FXUUHQW SULFH RI FRPPHUFLDO SURSHUWLHV PD\ ULVH IDU DERYH
ZKDW WKH SULFH ZLOO EH ZKHQ WKH QHZ FRQVWUXFWLRQ LV FRPSOHWHG1 *LYHQ ODJV LQ SURGXFWLRQ/
PDUNHW YDOXHV FDQ EH H[SHFWHG WR GHFOLQH DIWHU DQ LQLWLDO SRVLWLYH GHPDQG VKRFN> ZKHQ
WKH\ GR VR/ WKH\ ZLOO SXW KLJK ORDQ WR YDOXH OHQGLQJ DW ULVN1 $V D UHVXOW RI WKHVH
SUHGLFWDEOH SULFH GHFUHDVHV/ WKH PRUWJDJH SXW RSWLRQ LV ‡LQ WKH PRQH\1· :KDW LV UHTXLUHG
LV UHDOLVWLF GLVFRXQWHG FDVK IORZ PRGHOV/ LQ ZKLFK UHQWV DUH PRGHOHG WR UHWXUQ WR
HTXLOLEULXP YDOXHV DIWHU WKH DSSURSULDWH FRQVWUXFWLRQ ODJ1 9DOXDWLRQ RI ODQG LV IDU PRUH
GLIILFXOW1 /DQG LV HVVHQWLDOO\ DQ RSWLRQ DQG LV KHDYLO\ LPSDFWHG E\ VKLIWV LQ H[SHFWHG UDWHV
RI JURZWK LQ GHPDQG1 7KXV XQGHUZULWLQJ RI ODQG LV LQKHUHQWO\ ULVNLHU DQG ORDQ0WR0YDOXH
UDWLRV VKRXOG EH DGMXVWHG DFFRUGLQJO\1
%DQN VXSHUYLVRUV VKRXOG PRQLWRU XQGHUZULWLQJ VWDQGDUGV FDUHIXOO\1 7KH\ VKRXOG
EH HVSHFLDOO\ FDXWLRXV ZKHQ UHDO HVWDWH OHQGLQJ LV JURZLQJ UDSLGO\1 1RW RQO\ DUH PDUJLQDO
SURMHFWV OLNHO\ WR EH RI OHVVHU TXDOLW\/ EXW SHUKDSV RI HTXDO LPSRUWDQFH/ QHZ OHQGLQJ54
RIILFHUV KLUHG WR JURZ WKH EXVLQHVV DUH OLNHO\ WR EH OHVV VNLOOIXO LQ VFUHHQLQJ DQG
PRQLWRULQJ SURMHFWV WKDQ DUH VHDVRQHG SURIHVVLRQDOV1
7KH LQFUHDVLQJ FRQFHQWUDWLRQ RI UHDO HVWDWH ORDQV LQ EDQN SRUWIROLRV WKDW RFFXUUHG
LQ HDFK RI WKH HSLVRGHV DQDO\]HG EHORZ VKRXOG KDYH UDLVHG ZDUQLQJ IODJV DERXW UHGXFHG
GLYHUVLILFDWLRQ/ EXW DSSDUHQWO\ QHLWKHU EDQN PDQDJHUV QRU VXSHUYLVRUV SHUFHLYHG WKH ULVN1
$OWKRXJK UHDO HVWDWH SULFHV PD\ QRW EH KLJKO\ FRUUHODWHG ZLWK UHWXUQV LQ RWKHU VHFWRUV RI
WKH HFRQRP\ ZKHQ UHDO HVWDWH SULFHV DUH ULVLQJ UDSLGO\/ WKH UHODWLRQVKLS LV DV\PPHWULFDO1
7KH HYHQWV ZKLFK FDXVH UHDO HVWDWH SULFHV WR FROODSVH RIWHQ GDPSHQ UHWXUQV LQ WKH UHVW RI
WKH HFRQRP\ DV ZHOO1
4; 7KH FRQVHTXHQFH LV WKDW WKH GLYHUVLILFDWLRQ EHQHILWV RI UHDO HVWDWH
GLVDSSHDU ZKHQ EDQNV QHHG WKHP PRVW1
2I FRXUVH/ LQ RUGHU WR FRQWURO FRQFHQWUDWLRQV RI H[SRVXUH WR UHDO HVWDWH ULVN/ LW LV
QHFHVVDU\ WR PHDVXUH WKHP SURSHUO\1 ,Q VHYHUDO RI WKH FDVHV EHORZ LW VHHPV SODXVLEOH WKDW
QHLWKHU WKH EDQNV QRU WKHLU VXSHUYLVRUV SHUFHLYHG WKH IXOO PDJQLWXGH RI H[SRVXUH WR UHDO
HVWDWH SULFHV1 ,Q PDQ\ FRXQWULHV
4</ QDWLRQDO UHSRUWLQJ V\VWHPV WUDFN GHYHORSPHQW/
FRQVWUXFWLRQ DQG PRUWJDJH OHQGLQJ ZKLFK FRQVWLWXWH GLUHFW H[SRVXUH WR WKH UHDO HVWDWH
VHFWRU1 %XW DQ LQVWLWXWLRQ¶V H[SRVXUHV DUH VHOGRP FRQVROLGDWHG DFURVV DOO LWV DIILOLDWHV WR
GHYHORS DQ RYHUDOO YLHZ/ QRU DUH WKHVH H[SRVXUHV GLVFORVHG WR WKH SXEOLF1
4; 8VLQJ HPSLULFDO GDWD IURP WKH 86 UHDO HVWDWH PDUNHW/ $SSHQGL[ % H[DPLQHV WKH
TXHVWLRQ RI ZKHWKHU UHDO HVWDWH KDV GLIIHUHQW SRUWIROLR KHGJLQJ FKDUDFWHULVWLFV LQ XS
PDUNHWV YV1 GRZQ PDUNHWV1 $Q XS PDUNHW LV GHILQHG DV D SHULRG LQ ZKLFK WKH SHUFHQWDJH
FKDQJH LQ PHGLDQ VWRFN UHWXUQV LV DERYH WKH PHGLDQ DQG D GRZQ PDUNHW DV D SHULRG LQ
ZKLFK WKH SHUFHQWDJH FKDQJH LV EHORZ WKH PHGLDQ/ IRU WKH SHULRG 4<:3 WR WKH SUHVHQW1
8VLQJ PRQWKO\ 5(,7 UHWXUQV DQG PRQWKO\ 6)3 833 UHWXUQV IURP -DQXDU\ 4<:5 WR WKH
WKLUG TXDUWHU 4<<:/ ZH ILQG WKDW XS EHWD¶V DUH PXFK ORZHU WKDQ DUH GRZQ EHWD¶V= 186 YV1
1:81
4< 6ZHGHQ ZDV D QRWDEOH H[FHSWLRQ LQ WKH HSLVRGHV ZH VXUYH\HG155
,W LV HTXDOO\ LPSRUWDQW WR PRQLWRU LQGLUHFW H[SRVXUH/ ZKLFK PD\ WXUQ RXW WR EH DV
GHELOLWDWLQJ DV GLUHFW H[SRVXUH1 )RU H[DPSOH/ LI D EDQN KDV OHQW KHDYLO\ WR QRQ0EDQN
ILQDQFLDO LQWHUPHGLDULHV VXFK DV ILQDQFH FRPSDQLHV WKDW HQJDJH LQ UHDO HVWDWH OHQGLQJ/ LW
PD\ EH WDNLQJ RQ VXEVWDQWLDO DGGLWLRQDO H[SRVXUH WR WKH UHDO HVWDWH1 7KLV LV D SDLQIXO
OHVVRQ ZKLFK -DSDQ/ 6ZHGHQ/ DQG 7KDLODQG OHDUQHG ZKHQ ILQDQFH FRPSDQLHV WKDW KDG
ODUJH FRQFHQWUDWLRQV RI UHDO HVWDWH H[SRVXUH ERUURZHG KHDYLO\ IURP EDQNV WR EROVWHU WKHLU
OLTXLGLW\ SRVLWLRQ DQG WKHQ IDLOHG/ FDXVLQJ ORVVHV WR WKHLU EDQN OHQGHUV1
$QRWKHU LPSRUWDQW VRXUFH RI LQGLUHFW H[SRVXUH GHULYHV IURP WKH SUDFWLFH RI XVLQJ
UHDO HVWDWH WR FROODWHUDOL]H RWKHU NLQGV RI OHQGLQJ1 ,Q DQ HQYLURQPHQW ZKHUH UHDO HVWDWH
SULFHV DUH ULVLQJ UDSLGO\/ UHDO HVWDWH DSSHDUV WR EH D UHPDUNDEO\ VDIH IRUP RI FROODWHUDO
ZKLFK SHUPLWV EDQNV WR PDNH ORDQV WR SURMHFWV IRU ZKLFK WKH\ ZRXOG QRW RWKHUZLVH EH
ZLOOLQJ WR DGYDQFH FUHGLW1 %DQNV PD\ EHOLHYH WKDW LI WKH\ DUH ZHOO0FROODWHUDOL]HG –
HVSHFLDOO\ LI WKH\ DUH RYHU0FROODWHUDOL]HG ZLWK UHDO HVWDWH ZRUWK PRUH WKDQ WKH DPRXQW
DGYDQFHG – WKH\ QHHG QRW ZRUU\ DERXW WKH GHWDLOV RI WKH SURMHFW EHLQJ ILQDQFHG1 7KLV LV
SDUWLFXODUO\ WUXH LQ FRXQWULHV ZKHUH DFFRXQWLQJ DQG GLVFORVXUH VWDQGDUGV DUH ZHDN DQG WKH
WHFKQLTXHV RI FUHGLW DQDO\VLV DQG FDVK IORZ OHQGLQJ DUH QRW ZHOO HVWDEOLVKHG1 7KH
SUREOHP/ RI FRXUVH/ LV WKDW LQ WKH HYHQW RI D FROODSVH LQ UHDO HVWDWH SULFHV/ VXFK DV RFFXUUHG
LQ WKH H[DPSOHV EHORZ/ WKH YDOXH RI FROODWHUDO FDQ TXLFNO\ IDOO EHORZ WKH DPRXQW RI WKH
RXWVWDQGLQJ ORDQ/ FUHDWLQJ DQ LQFHQWLYH IRU WKH ERUURZHU WR GHIDXOW1 $OWKRXJK WKH EDQN
PD\ KDYH EHOLHYHG WKDW LW ZDV PDNLQJ D ORDQ WR WKH PDQXIDFWXULQJ LQGXVWU\/ IRU H[DPSOH/
LWV H[SRVXUH ZDV LQ IDFW WR WKH UHDO HVWDWH VHFWRU1
0RUH IXQGDPHQWDOO\/ EDQNV DQG WKHLU UHJXODWRUV VKRXOG EH DZDUH WKDW D ORDQ
FROODWHUDOL]HG E\ UHDO HVWDWH LV IXQGDPHQWDOO\ ULVNLHU WKDQ D ORDQ FROODWHUDOL]HG E\56
PDUNHWDEOH VHFXULWLHV VXFK DV ORDQV EURNHUV PDNH WR WKHLU FXVWRPHUV1 $V 0DFH\ +4<<7,
QRWHV/ VHFXULWLHV KHOG LQ D PDUJLQ DFFRXQW DUH WUDGHG LQ DFWLYH VHFRQGDU\ PDUNHWV DQG FDQ
EH PDUNHG WR PDUNHW PLQXWH WR PLQXWH LI QHFHVVDU\1 0DUJLQ FDOOV FDQ EH PDGH WR UHVWRUH
WKH YDOXH RI FROODWHUDO ZKHQ VHFXULW\ SULFHV IDOO
53 DQG LI WKH ERUURZHU FDQQRW PDNH WKH
PDUJLQ FDOO/ VHFXULWLHV FDQ EH VROG ZLWKRXW LQFXUULQJ KLJK WUDQVDFWLRQV FRVWV1 3URSHUW\ LV
QRW WUDGHG LQ D EURDG/ GHHS UHVLOLHQW VHFRQGDU\ PDUNHW DQG VR LWV YDOXH LV PXFK PRUH
GLIILFXOW WR PRQLWRU1 0RUHRYHU/ LW LV PXFK PRUH FRVWO\ WR VHOO WKH FROODWHUDO LI D PDUJLQ
FDOO FDQQRW EH PHW1 ,QGHHG/ WKHUH PD\ EH VLJQLILFDQW OHJDO REVWDFOHV LQ VHOOLQJ UHDO HVWDWH
VHL]HG IURP D ERUURZHU ZKR FDQQRW UHSD\ D ORDQ1 :RUVH VWLOO/ XQWLO LW FDQ EH VROG/
SURSHUW\ LV VXEMHFW WR ERWK SK\VLFDO DQG WHFKQRORJLFDO GHSUHFLDWLRQ DQG LV RIWHQ FRVWO\ WR
PDLQWDLQ1
51616 7KH 5ROH RI 3HUYHUVH ,QFHQWLYHV
&RPPHUFLDO UHDO HVWDWH LV RIWHQ KLJKO\ OHYHUDJHG1 5HDO HVWDWH GHYHORSHUV XVXDOO\
RSHUDWH ZLWK D PLQLPXP RI FDSLWDO LQ RUGHU WR VKLIW DV PXFK ULVN DV SRVVLEOH WR WKH OHQGHU1
%DQNV JHQHUDOO\ WU\ WR SURWHFW WKHPVHOYHV E\ UHTXLULQJ ORZ ORDQ0WR0YDOXH UDWLRV/
JXDUDQWHHV/ WDNHRXW FRPPLWPHQWV IRU ORQJHU0WHUP ILQDQFLQJ/ DQG VWULFW ORDQ FRYHQDQWV WKDW
ZLOO SURWHFW WKHP DJDLQVW ULVN\ EHKDYLRU E\ WKH GHYHORSHU DIWHU WKH ORDQ LV PDGH1 %XW
ZKHQ UHDO HVWDWH PDUNHWV EHFRPH RYHUKHDWHG/ XQGHUZULWLQJ VWDQGDUGV GHWHULRUDWH1
:KHQ GLVDVWHU P\RSLD VHWV LQ/ OHQGHUV EHOLHYH WKDW WKH\ FDQ DFFHSW KLJKHU ORDQ0WR0
YDOXH UDWLRV/ ZHDNHU FRPPLWPHQWV RU JXDUDQWHHV DQG ORRVHU ORDQ FRYHQDQWV ZLWKRXW
LQFUHDVLQJ WKHLU ULVN RI ORVV1 0RUHRYHU/ LQWHQVLILHG FRPSHWLWLRQ IURP RWKHU GLVDVWHU
53 0DFH\ DOVR REVHUYHV WKDW D EURNHU ZLWK PDUJLQ DFFRXQWV LV XVXDOO\ VDIHU WKDQ D EDQN
ZLWK ORDQV FROODWHUDOL]HG E\ UHDO HVWDWH EHFDXVH WKH VHFXULWLHV ZKLFK WKH EURNHU KROGV DV
FROODWHUDO DUH PXFK OHVV OLNHO\ WR EH KLJKO\ FRUUHODWHG WKDQ UHDO HVWDWH SULFHV157
P\RSLF OHQGHUV PD\ IRUFH SUXGHQW OHQGHUV WR DFFHSW ZHDNHU XQGHUZULWLQJ VWDQGDUGV RU
ZLWKGUDZ IURP WKH PDUNHW1 ,Q WKLV HQYLURQPHQW UHDO HVWDWH GHYHORSHUV KDYH LQFUHDVHG
RSSRUWXQLWLHV IRU H[SORLWLQJ WKHLU FUHGLWRUV E\ LQFUHDVLQJ WKH ULVNLQHVV RI WKHLU SURMHFWV/
ZKLFK DUH RIWHQ GLIILFXOW WR PRQLWRU1
54 0RUHRYHU/ ZKHQ D SURMHFW LV QHDU GHIDXOW/
GHYHORSHUV PD\ ODFN LQFHQWLYHV WR FRQWULEXWH QHZ FDSLWDO WR UHVFXH WKH SURMHFW/ VLQFH PRVW
RI WKH EHQHILWV ZRXOG DFFUXH WR WKHLU FUHGLWRUV +0\HUV/ 4<::,1 7KXV KLJK OHYHUDJH
FRPELQHG ZLWK DV\PPHWULF LQIRUPDWLRQ EHWZHHQ EDQN OHQGHUV DQG UHDO HVWDWH LQYHVWRUV
FDQ JLYH ULVH WR SHUYHUVH LQFHQWLYHV IRU UHDO HVWDWH LQYHVWRUV WR LQFUHDVH WKH ULVNLQHVV RI
UHDO HVWDWH LQYHVWPHQWV1 %XW EDQNV PD\ DOVR EH VXEMHFW WR SHUYHUVH LQFHQWLYHV1
6RPH EDQNV PD\ KDYH LJQRUHG WKH ULVN RI D GLVDVWHU EHFDXVH WKH\ EHOLHYHG WKH\
ZRXOG EH SURWHFWHG LI D GLVDVWHU ZHUH WR RFFXU1 9LUWXDOO\ HYHU\ FRXQWU\ KDV HUHFWHG D
VDIHW\ QHW IRU GHSRVLWRU\ LQVWLWXWLRQV WR JXDUG DJDLQVW D EDQNLQJ GLVDVWHU WKDW PLJKW LJQLWH
D ILQDQFLDO FULVLV E\ GLVUXSWLQJ WKH SD\PHQWV V\VWHP DQG LQWHUUXSWLQJ WKH IORZ RI FUHGLW WR
EDQN0GHSHQGHQW ILUPV/ WKHUHE\ FDXVLQJ D GHFOLQH LQ HFRQRPLF DFWLYLW\1
%DQNV DUH VWUXFWXUDOO\ YXOQHUDEOH WR D OLTXLGLW\ VKRFN EHFDXVH WKH\ ILQDQFH
KROGLQJV RI RSDTXH/ LPSHUIHFWO\ PDUNHWDEOH DVVHWV +OLNH UHDO HVWDWH ORDQV, ZLWK VKRUW0WHUP
OLDELOLWLHV/ ZKLFK WKH\ SURPLVH WR UHGHHP DW SDU1 ’HSRVLWRUV DUH DZDUH RI WKHLU
LQIRUPDWLRQDO GLVDGYDQWDJH YLV0j0YLV EDQNV/ DQG WKH\ XQGHUVWDQG WKDW EDQNV DUH KLJKO\
OHYHUDJHG1 7KXV ZKHQ D VKRFN/ VXFK DV D FROODSVH LQ UHDO HVWDWH YDOXHV RFFXUV WKH\ NQRZ
WKDW HYHQ D UHODWLYHO\ VPDOO SHUFHQWDJH GHFOLQH LQ DVVHW YDOXHV/ ZLOO UHVXOW LQ D PXFK ODUJHU
SHUFHQWDJH FKDQJH LQ QHW ZRUWK/ SHUKDSV UHQGHULQJ WKH EDQN LQVROYHQW1 ’HSRVLWRUV PD\
DEUXSWO\ UHGXFH WKHLU HVWLPDWH RI WKH EDQN¶V QHW ZRUWK DQG UXQ WR UHGHHP WKHLU GHSRVLWV/
54 $OOHQ DQG *DOH +4<<:, HPSKDVL]H WKLV DVVHW VXEVWLWXWLRQ SUREOHP LQ WKHLU PRGHO RI58
IRUFLQJ WKH EDQN WR LQFXU ILUHVDOH ORVVHV WR OLTXLGDWH DVVHWV RU WR ERUURZ DW DQ LQWHUHVW UDWH
VKDUSO\ KLJKHU WKDQ LWV FXVWRPDU\ UDWH1
2QFH EHJXQ/ UXQV WHQG WR EH VHOI0UHLQIRUFLQJ1 1HZV WKDW D EDQN LV VHOOLQJ DVVHWV DW
EDUJDLQ SULFHV RU LV ERUURZLQJ DW YHU\ KLJK UDWHV ZLOO IXUWKHU XQGHUPLQH WKH FRQILGHQFH RI
FXUUHQW DQG SRWHQWLDO GHSRVLWRUV1 (YHQ GHSRVLWRUV ZKR EHOLHYH WKDW/ ZLWK VXIILFLHQW WLPH/
WKH EDQN ZRXOG EH DEOH WR UHGHHP DOO LWV OLDELOLWLHV/ KDYH UHDVRQ WR MRLQ WKH UXQ LI WKH\ IHDU
WKDW WKH LOOLTXLGLW\ FRVWV UHVXOWLQJ IURP WKH UXQ PLJKW UHQGHU WKH EDQN LQVROYHQW1
6RSKLVWLFDWHG GHSRVLWRUV +LQFOXGLQJ RWKHU EDQNV ZKLFK KDYH PDGH LQWHUEDQN SODFHPHQWV
ZLWK WKH EDQN, NQRZ WKDW LOOLTXLGLW\ ORVVHV WHQG WR JHW ODUJHU DV WKH UXQ FRQWLQXHV EHFDXVH
WKH PRVW PDUNHWDEOH DVVHWV DUH VROG ILUVW1 7KH\ DOVR NQRZ WKDW WKH EDQN ZLOO VXIIHU
HVSHFLDOO\ ODUJH ORVVHV LI LW LV REOLJHG WR VHOO GLVWUHVVHG UHDO HVWDWH DVVHWV LQ D GHSUHVVHG
PDUNHW1
7KLV YXOQHUDELOLW\ WR UXQV LV D SXEOLF SROLF\ FRQFHUQ +UDWKHU WKDQ WKH VWULFWO\ SULYDWH
FRQFHUQ RI DQ LQGLYLGXDO EDQN DQG LWV FXVWRPHUV, EHFDXVH RI WKH IHDU WKDW D ORVV RI
FRQILGHQFH LQ WKH VROYHQF\ RI RQH EDQN PD\ OHDG WR D FRQWDJLRXV ORVV RI FRQILGHQFH LQ
RWKHU EDQNV1 7KLV LV HVSHFLDOO\ ZRUULVRPH LQ FRXQWULHV ZLWK ZHDN GLVFORVXUH DQG
DFFRXQWLQJ VWDQGDUGV EHFDXVH WKLV ODFN RI WUDQVSDUHQF\ PDNHV LW YHU\ GLIILFXOW WR
GLVWLQJXLVK VRXQG EDQNV IURP ZHDN EDQNV1
7KH VDIHW\ QHW HUHFWHG WR JXDUG DJDLQVW D FRQWDJLRXV FROODSVH/ ZKLFK RIWHQ LQFOXGHV
GHSRVLW LQVXUDQFH RU RWKHU JRYHUQPHQW JXDUDQWHHV DQG DFFHVV WR DQ RIILFLDO OHQGHU RI ODVW
UHVRUW/ WHQGV WR LQVXODWH EDQNV IURP SRWHQWLDO PDUNHW GLVFLSOLQH1 7KLV LV HVSHFLDOO\ HYLGHQW
LQ WKH FDVH RI VWDWH0RZQHG EDQNV1 $OO FUHGLWRUV LQ VWDWH0RZQHG EDQNV DUH OLNHO\ WR EHOLHYH
EXEEOHV DQG ILQDQFLDO FULVHV159
WKDW WKH\ DUH SURWHFWHG E\ D VWDWH JXDUDQWHH DQG WKXV KDYH YLUWXDOO\ QR LQFHQWLYH WR
PRQLWRU WKH ULVNLQHVV RI WKHLU EDQN¶V OHQGLQJ GHFLVLRQV1 (YHQ ZKHQ WKH VWDWH H[SOLFLWO\
GLVDYRZV DQ\ OLDELOLW\/ DV GLG )UDQFH +EHIRUH SURYLGLQJ ELOOLRQV RI IUDQFV WR NHHS VWDWH0
RZQHG &UpGLW /\RQQDLV DIORDW,/ WKH GLVFODLPHU ODFNV FUHGLELOLW\1
’HSRVLW LQVXUDQFH SOD\V D VLPLODU UROH LQ SULYDWHO\0RZQHG EDQNV/ XQGHUPLQLQJ WKH
LQFHQWLYHV IRU LQVXUHG GHSRVLWRUV WR PRQLWRU DQG GLVFLSOLQH EDQN0OHQGLQJ GHFLVLRQV1
0RUHRYHU/ XQLQVXUHG FUHGLWRUV RI ODUJH EDQNV PD\ EHOLHYH WKDW WKH\ DUH SURWHFWHG E\
LPSOLFLW GHSRVLW LQVXUDQFH EHFDXVH RI WKH ZD\ LQ ZKLFK OHQGHU0RI0ODVW UHVRUW DVVLVWDQFH LV
XVXDOO\ SURYLGHG DQG DGPLQLVWUDWLYH GLVFUHWLRQ WR WHUPLQDWH D EDQN LV XVXDOO\ H[HUFLVHG1
/HQGHUV RI ODVW UHVRUW URXWLQHO\ OHQG WR EDQNV ORQJ DIWHU WKH\ EHFRPH LQVROYHQW1 7KLV
SHUPLWV FUHGLWRUV ZKR DUH QRW FRYHUHG E\ H[SOLFLW GHSRVLW LQVXUDQFH WKH RSSRUWXQLW\ WR
ZLWKGUDZ WKHLU GHSRVLWV EHIRUH D EDQN LV WHUPLQDWHG1 (YHQ WKHQ/ WKH DXWKRULWLHV XVXDOO\
DYRLG OLTXLGDWLQJ WKH EDQN DQG LPSRVLQJ ORVV RQ XQLQVXUHG GHSRVLWRUV DQG FUHGLWRUV/ EXW
LQVWHDG SURYLGH DVVLVWDQFH ZKLOH NHHSLQJ WKH EDQN RSHQ/ RU DUUDQJH D SXUFKDVH DQG
DVVXPSWLRQ WUDQVDFWLRQ LQ ZKLFK DOO OLDELOLWLHV DUH KRQRUHG E\ WKH DFTXLULQJ EDQN1
7KH SURWHFWLRQ WKDW WKH VDIHW\ QHW DIIRUGV JLYHV ULVH WR WKH FODVVLF PRUDO KD]DUG
SUREOHP LQ ZKLFK WKH H[LVWHQFH RI LQVXUDQFH PD\ XQGHUPLQH WKH LQFHQWLYH IRU GHSRVLWRUV
WR EH FRQFHUQHG WR SUHYHQW WKH LQVXUHG ULVN IURP RFFXUULQJ1 $V D FRQVHTXHQFH EDQN
PDQDJHUV ILQG WKDW LI GHSRVLWRUV GR QRW GHPDQG JUHDWHU FRPSHQVDWLRQ ZKHQ JUHDWHU ULVNV
DUH WDNHQ/ WKH\ FDQ LQFUHDVH H[SHFWHG UHWXUQV WR WKHLU VKDUHKROGHUV E\ VXEVWLWXWLQJ ULVNLHU
DVVHWV/ VXFK DV FRPPHUFLDO UHDO HVWDWH ORDQV/ IRU VDIHU DVVHWV1
6KDUHKROGHUV ZLOO FRQVWUDLQ ULVN H[SRVXUHV WR VRPH H[WHQW VR ORQJ DV WKHLU HTXLW\ VWDNH
LV KLJK UHODWLYH WR WKH SRWHQWLDO ORVV1 %XW DV WKH HTXLW\ VWDNH IDOOV UHODWLYH WR WKH SRWHQWLDO5:
ORVV RQ H[LVWLQJ H[SRVXUHV – DV LQ WKH DIWHUPDWK RI D FROODSVH LQ SURSHUW\ SULFHV/ IRU
H[DPSOH – WKH EDQN ZLOO EH WHPSWHG WR WDNH LQFUHDVLQJO\ JUHDWHU ULVNV1 7KH UHDVRQ LV WKDW
VKDUHKROGHUV YDOXH D GLVWULEXWLRQ RI UHWXUQV WKDW LV WUXQFDWHG DW WKH WHUPLQDWLRQ SRLQW1 7KH\
UHDS DOO WKH SRVLWLYH UHWXUQV DERYH WKLV SRLQW/ EXW VKLIW DOO UHWXUQV EHORZ WKLV SRLQW/
LQFOXGLQJ QHJDWLYH UHWXUQV/ WR WKH FUHGLWRUV/ WKH GHSRVLW LQVXUHU RU WD[SD\HUV1
:RUNRXW ORDQV EHFRPH HVSHFLDOO\ SUREOHPDWLF ZKHQ SRWHQWLDO ORVVHV H[FHHG WKH
EDQN¶V FDSDFLW\ WR EHDU ORVV ++HUULQJ 4<;<,1 8QGHU WKHVH FLUFXPVWDQFHV D EDQN PD\ EH
ZLOOLQJ WR H[WHQG D ZRUNRXW ORDQ WR D WURXEOHG ERUURZHU/ IRU H[DPSOH/ D UHDO HVWDWH
GHYHORSHU ZKR FDQQRW SD\ LQWHUHVW/ HYHQ ZKHQ WKH H[SHFWHG UHWXUQ RQ WKH ORDQ LV QRW
VXIILFLHQW WR FRPSHQVDWH IRU WKH RSSRUWXQLW\ FRVW RI WKH QHZ IXQGV1 .H\QHV +4<:</ S158;,
FOHDUO\ VDZ WKLV GDQJHU ZKHQ KH REVHUYHG/ ‡2ZH \RXU EDQNHU ￿4/333 DQG \RX DUH DW KLV
PHUF\> RZH KLP ￿4 PLOOLRQ DQG WKH SRVLWLRQ LV UHYHUVHG1·
([WHQGLQJ D ZRUNRXW ORDQ EHFRPHV DQ HVSHFLDOO\ DWWUDFWLYH RSWLRQ IRU WKH EDQN/ LI LW
HQDEOHV WKH ERUURZHU WR NHHS FXUUHQW RQ LQWHUHVW VR WKDW WKH EDQN FDQ GHOD\ +SHUKDSV
LQGHILQLWHO\, WKH FRVWV RI ZULWLQJ GRZQ WKH ERRN YDOXH RI LWV RXWVWDQGLQJ H[SRVXUH1
55 0RUH
JHQHUDOO\/ WKH EDQN KDV LQFHQWLYHV WR PDQLSXODWH LWV DFFRXQWV WR PDVN WKH GHWHULRUDWLRQ LQ
LWV FRQGLWLRQ E\ XQGHUVWDWLQJ ORDQ ORVVHV RU E\ ￿JDLQV WUDGLQJ¶ LQ ZKLFK DVVHWV ZLWK PDUNHW
YDOXHV DERYH ERRN YDOXHV DUH VROG DQG WKRVH ZLWK PDUNHW YDOXHV EHORZ ERRN DUH NHSW DW
ERRN YDOXH +&DUH\ 4<<6,1 7KHVH SHUYHUVH LQFHQWLYHV SURYLGH DQRWKHU H[SODQDWLRQ/ LQ
DGGLWLRQ WR FRJQLWLYH GLVVRQDQFH/ RI ZK\ ZH REVHUYH LQFUHDVHG FRPPHUFLDO UHDO HVWDWH
OHQGLQJ DW D WLPH ZKHQ YDFDQFLHV DUH KLJK DQG ULVLQJ LQ PDQ\ RI WKH FDVHV EHORZ1
55 ,Q WKH 8QLWHG 6WDWHV/ WKLV SUDFWLFH LV NQRZQ DV ‡HYHUJUHHQLQJ1· %DQN H[DPLQHUV VHHN WR
SUHYHQW LW15;
3HUYHUVH LQFHQWLYHV PD\ DOVR H[SODLQ WKH EHKDYLRU RI VXSHUYLVRU\ DQG UHJXODWRU\
DXWKRULWLHV LQ WKH DIWHUPDWK RI D FROODSVH LQ UHDO HVWDWH SULFHV1 %HFDXVH WKH VDIHW\ QHW
WHQGV WR VKLHOG GHSRVLWRU\ LQVWLWXWLRQV IURP PDUNHW GLVFLSOLQH/ WKH FORVXUH RI EDQNV KDV
EHHQ FRQYHUWHG IURP D PDUNHW0GULYHQ WR DQ DGPLQLVWUDWLYH SURFHVV/ ZLWK ORWV RI VFRSH IRU
WKH H[HUFLVH RI DGPLQLVWUDWLYH GLVFUHWLRQ1 :LWKRXW WKH PDUNHW SUHVVXUH RI D EDQN UXQ/
VXSHUYLVRU\ DXWKRULWLHV DUH IUHH WR HQJDJH LQ IRUEHDUDQFH/ ZKLFK RSHQV WKH SRVVLELOLW\ RI
DJHQF\ SUREOHPV EHWZHHQ VXSHUYLVRU\ DJHQWV DQG WKHLU WD[SD\HU SULQFLSDOV1
,Q WKH DIWHUPDWK RI D PDMRU VKRFN/ VXFK DV D FROODSVH LQ FRPPHUFLDO UHDO HVWDWH YDOXHV/
D ORQJ GHOD\ XVXDOO\ RFFXUV EHIRUH LQVROYHQFLHV DUH UHFRJQL]HG DQG UHVROYHG1 7KH
VXSHUYLVRU\ DXWKRULWLHV PD\ EH VLPSO\ RYHUZKHOPHG E\ WKH PDJQLWXGH RI WKH FULVLV DQG
ODFN VXIILFLHQW UHVRXUFHV WR SD\0RII LQVXUHG GHSRVLWRUV RU WR PDNH JRRG RQ LPSOLFLW
JXDUDQWHHV1 %HFDXVH D FROODSVH LQ UHDO HVWDWH SULFHV LV RIWHQ FRLQFLGHQW ZLWK D GHFOLQH LQ
DJJUHJDWH LQFRPH/ WKH JRYHUQPHQW PD\ EH HVSHFLDOO\ UHOXFWDQW WR LQFUHDVH WKH ILVFDO
GHILFLW WR KLUH PRUH VXSHUYLVRU\ SHUVRQQHO RU PDNH JRRG RQ H[SOLFLW DQG LPSOLFLW
JRYHUQPHQW JXDUDQWHHV IRU EDQN GHSRVLWRUV RU RWKHU FUHGLWRUV1
,Q DGGLWLRQ/ WKH VXSHUYLVRU\ DXWKRULWLHV DUH XVXDOO\ KHVLWDQW WR DGPLW WKH VFDOH RI WKH
FULVLV1 2Q WKH RQH KDQG/ VXSHUYLVRUV/ ZKR DUH DV OLNHO\ WR EH VXEMHFW WR FRJQLWLYH
GLVVRQDQFH DV EDQNHUV/ UHDOL]H WKDW VXFK DQ DGPLVVLRQ ZRXOG UDLVH TXHVWLRQ DERXW WKH
TXDOLW\ RI RYHUVLJKW WKH\ KDG SURYLGHG1 2Q WKH RWKHU/ WKH\ PD\ EH DSSUHKHQVLYH WKDW
SXEOLF DFNQRZOHGJPHQW RI WKH H[WHQW RI LQVROYHQFLHV PLJKW XQGHUPLQH FRQILGHQFH DQG
LQFUHDVH WKH ULVN RI LJQLWLQJ D ILQDQFLDO FULVLV1
)LQDOO\/ WKH SURVSHFW 00 KRZHYHU UHPRWH 00 WKDW UHDO HVWDWH SULFHV PLJKW UHWXUQ WR OHYHOV
DWWDLQHG EHIRUH WKH FROODSVH SURYLGHV D UDWLRQDOH IRU GHOD\ LQ WKH KRSH WKDW WKH SDVVDJH RI5<
WLPH ZRXOG HOLPLQDWH WKH SUREOHP1 ,Q HIIHFW/ WKH VXSHUYLVRU\ DXWKRULWLHV RIWHQ GHFLGH WR
IRUEHDU DQG JDPEOH WKDW WKH GHFOLQH LQ UHDO HVWDWH SULFHV ZLOO EH UHYHUVHG1 ’XULQJ WKH PLG0
4<;3V/ ZKHQ WKH VXSHUYLVRU\ DXWKRULWLHV RI WKH 86 WKULIW LQGXVWU\ ZHUH IDFHG ZLWK D
VLPLODU SUREOHP/ WKH\ LQWURGXFHG JHQHURXV QHZ UHJXODWRU\ DFFRXQWLQJ FRQYHQWLRQV ZLWK
QHZ NLQGV RI UHJXODWRU\ FDSLWDO WR GLVJXLVH WKH SUREOHP DQG DWWHPSWHG WR LQFUHDVH WKH
IUDQFKLVH YDOXH RI WKH WKULIW FKDUWHU WKURXJK OLEHUDOL]LQJ SRZHUV JUDQWHG WR WKULIW
LQVWLWXWLRQV1 7KH UHVXOW ZDV D VXUJH LQ EDG ORDQV +PDQ\ RI ZKLFK ILQDQFHG FRPPHUFLDO
UHDO HVWDWH GHYHORSPHQW, WKDW LQFUHDVHG ORVVHV WR WD[SD\HUV E\ ’453 ELOOLRQ1
7KH UHOXFWDQFH RI WKH DXWKRULWLHV WR WDNH VWURQJ GLVFLSOLQDU\ DFWLRQ ZKHQ WKH EDQNLQJ
V\VWHP LV LQ MHRSDUG\ SURYLGHV DQRWKHU/ PRUH F\QLFDO PRWLYH IRU KHUGLQJ1 $ EDQN NQRZV
WKDW LI LW WDNHV RQ DQ LGLRV\QFUDWLF ULVN H[SRVXUH DQG ORVHV/ LW PD\ IDFH KDUVK UHJXODWRU\
GLVFLSOLQH/ LQFOXGLQJ WHUPLQDWLRQ1 %XW LI LW LV FDUHIXO WR NHHS LWV ULVN H[SRVXUHV LQ OLQH ZLWK
WKRVH RI RWKHU EDQNV/ HYHQ LI D GLVDVWHU RFFXUV/ WKH UHJXODWRU\ FRQVHTXHQFHV ZLOO EH PXFK
OLJKWHU1 7KH VXSHUYLVRU\ DXWKRULWLHV FDQQRW WHUPLQDWH DOO EDQNV RU HYHQ GLVFLSOLQH WKHP
KDUVKO\1 ,QGHHG/ WKH DXWKRULWLHV PD\ EH REOLJHG WR VRIWHQ WKH LPSDFW RI WKH VKRFN RQ
LQGLYLGXDO EDQNV LQ RUGHU WR SURWHFW WKH EDQNLQJ V\VWHP1
,Q VXPPDU\/ SHUYHUVH LQFHQWLYHV UHVXOWLQJ IURP WKH FRPELQDWLRQ RI KLJK OHYHUDJH DQG
DV\PPHWULF LQIRUPDWLRQ PD\ OHDG WR ULVNLHU UHDO HVWDWH SURMHFWV WKDQ LI WKH\ ZHUH ILQDQFHG
ODUJHO\ WKURXJK HTXLW\ FODLPV1 +LJKO\ OHYHUDJHG UHDO HVWDWH GHYHORSHUV ZLOO LQLWLDWH ULVNLHU
SURMHFWV ZKHQ WKH\ FDQ VKLIW PRVW RI WKH GRZQVLGH ULVN WR EDQNV1 /LNH UHDO HVWDWH
GHYHORSHUV/ EDQNV DUH DOVR KLJKO\ OHYHUDJHG ZLWK RSDTXH DVVHWV1 $OWKRXJK WKLV ZRXOG
XVXDOO\ LPSHO GHSRVLWRUV DQG RWKHU FUHGLWRUV WR PRQLWRU DQG GLVFLSOLQH EDQN ULVN WDNLQJ/
WKH RIILFLDO VDIHW\ QHW XQGHUPLQHV WKHLU LQFHQWLYH DQG VR EDQNV ZLOO EH PRUH ZLOOLQJ WR63
XQGHUWDNH ULVN\ UHDO HVWDWH OHQGLQJ WKDQ WKH\ ZRXOG LQ WKH DEVHQFH RI WKH VDIHW\ QHW1 7KH
VXSHUYLVRU\ DXWKRULWLHV FRXOG SUHYHQW WKLV E\ VXEVWLWXWLQJ UHJXODWRU\ GLVFLSOLQH IRU PDUNHW
GLVFLSOLQH DFWLQJ DV LI WKH\ ZHUH IDLWKIXO DJHQWV IRU WKH WD[SD\HUV ZKR XQGHUZULWH WKH
VDIHW\ QHW1 %XW/ LQ SUDFWLFH/ WKH\ RIWHQ UHVSRQG E\ SURWHFWLQJ EDQNV IURP PDUNHW
GLVFLSOLQH/ UDWKHU WKDQ SURWHFWLQJ WKH WD[SD\HU SULQFLSDOV IURP EDQN ULVN0WDNLQJ1
61 7KH &DVH RI )DUPODQG 3ULFHV LQ WKH 8QLWHG 6WDWHV
&DUH\ +4<<3, SURYLGHV D VWULNLQJ H[DPSOH RI D VXVWDLQHG GHYLDWLRQ IURP ORQJ0WHUP
HTXLOLEULXP LQ WKH SULFLQJ RI IDUPODQG LQ ZKLFK ERWK GLVDVWHU P\RSLD DQG SHUYHUVH
LQFHQWLYHV DUH KHDYLO\ LPSOLFDWHG1+ 6HH )LJXUH 7 ZKLFK VKRZV WKH DYHUDJH/ LQIODWLRQ0
DGMXVWHG
56 86 )DUPODQG SULFH IURP 4<93 WKURXJK 4<;;1, )URP WKH HQG RI :RUOG :DU ,,
IDUPODQG SULFHV URVH VWHDGLO\ XQWLO 4<:31 7KHQ/ DIWHU D VOLJKW SDXVH/ IDUPODQG SULFHV URVH
VKDUSO\ IURP 4<:5 UHDFKLQJ D SHDN LQ 4<;4 PRUH WKDQ 518 WLPHV KLJKHU WKDQ WKH 4<93
YDOXH1 )URP 4<;4 WR 4<;; SULFHV FROODSVHG WR WKH OHYHO DWWDLQHG LQ WKH ODWH 4<93V OHDYLQJ
PDQ\ IDUPHUV ZLWK ODQG ZRUWK OHVV WKDQ WKHLU RXWVWDQGLQJ PRUWJDJH REOLJDWLRQV1 7KH
UHVXOW ZDV D ZDYH RI GHIDXOWV DQG WKH IDLOXUH RI PRUH WKDQ VL[W\ DJULFXOWXUDO EDQNV +&DUH\
+4<<3/ S14,,1
:KDW KDSSHQHG LQ WKH HDUO\ 4<:3V" &DUH\ +4<<3/ &K17 ,VFDQQHG WKH OLWHUDWXUH UHDG
E\ IDUP LQYHVWRUV DQG WKHLU OHQGHUV DQG LGHQWLILHG D ‡0DOWKXVLDQ 2SWLPLVP· K\SRWKHVLV LQ
FRQWHPSRUDU\ DFFRXQWV1
57 ,Q WKH HDUO\ 4<:3V DJULFXOWXUDO H[SRUWV URVH VKDUSO\ EHFDXVH RI
56 &DUH\ +4<<3, GHIODWHG IDUPODQG SULFHV E\ WKH 3HUVRQDO &RQVXPSWLRQ ([SHQGLWXUHV
GHIODWRU IURP WKH 1DWLRQDO ,QFRPH $FFRXQWV1
57 &DUH\ +4<<3/ S145:, IRUPXODWHV QLQH K\SRWKHVHV EDVHG RQ FRQWHPSRUDU\ DFFRXQWV1 2QH
RI WKH PRVW LQWHUHVWLQJ LV WKH K\SRWKHVLV WKDW IDUPHUV H[SHFWHG LQIODWLRQ WR H[FHHG WKH UDWH
LPSOLFLW LQ WKH QRPLQDO LQWHUHVW UDWHV DQG VR WKH\ FRXOG PDNH UHDO JDLQV RQ IL[HG UDWH
PRUWJDJHV1 7KLV ZRXOG KDYH UHTXLUHG YHU\ KLJK IRUHFDVWV RI WKH UDWH RI LQIODWLRQ DQG64
FURS IDLOXUHV LQ RWKHU SDUWV RI WKH ZRUOG DQG EHFDXVH VRPH OHVV GHYHORSHG FRXQWULHV
JDLQHG EHWWHU DFFHVV WR ZRUOG FDSLWDO PDUNHWV DQG ZHUH DEOH WR ILQDQFH LQFUHDVHG LPSRUWV
RI IRRG1 7KLV ZDV LQWHUSUHWHG DV YDOLGDWLQJ WKH YLHZV RI WKH QHR00DOWKXVLDQV
58 ZKR
SUHGLFWHG WKDW WKH GHPDQG IRU IRRG ZRXOG JURZ H[SRQHQWLDOO\/ EXW WKH VXSSO\ RI IRRG
ZRXOG QRW1 7KH\ IRUHFDVW WKDW JUDLQ0LPSRUWLQJ FRXQWULHV ZRXOG QHYHU EHFRPH VHOI0
VXIILFLHQW DQG WKDW WKH\ ZRXOG EHFRPH LQFUHDVLQJO\ GHSHQGHQW RQ JUDLQ SURGXFHG LQ 1RUWK
$PHULFD1 7KXV/ SURGXFWLYH IDUPODQG LQ 1RUWK $PHULFD ZRXOG EHFRPH LQFUHDVLQJO\
YDOXDEOH DV WKH UHVW RI WKH ZRUOG EHFDPH LQFUHDVLQJO\ GHSHQGHQW RQ LWV RXWSXW1
&DUH\ +4<<3, LQWHUSUHWV WKLV DV LQFUHDVLQJ WKH KHWHURJHQHLW\ RI YLHZV RQ IXWXUH
IDUPODQG SULFHV1 ,W PD\ DOVR KDYH FRQWULEXWHG WR WKH GHYHORSPHQW RI GLVDVWHU P\RSLD1
)DUPODQG SULFHV KDG ULVHQ GXULQJ WKH ZKROH SRVWZDU HUD DQG WKLV QHR00DOWKXVLDQ YLHZ RI
IXWXUH IDUP SULFHV SURYLGHG D UDWLRQDOH IRU LJQRULQJ HDUOLHU FROODSVHV RI IDUPODQG SULFHV
WKDW RFFXUUHG GXULQJ WKH 4<63V1
,Q IDFW/ WKH VKDUS LQFUHDVH LQ DJULFXOWXUDO SULFHV WXUQHG RXW WR EH WHPSRUDU\ EHFDXVH
VXSSO\ LQ WKH UHVW RI WKH ZRUOG GLG LQFUHDVH DQG PDQ\ FRXQWULHV EHFDPH VHOI0VXIILFLHQW1
)DUPODQG SULFHV LQFUHDVHG QRQHWKHOHVV/ GHVSLWH WKH IDFW WKDW QHLWKHU QHW IDUP LQFRPH QRU
WKH UHWXUQ RQ IDUP DVVHWV FKDQJHG PXFK IURP 4<93 WR 4<;; +DSDUW IURP WKH EULHI
H[FHSWLRQ RI D VKDUS XSZDUG EOLS LQ 4<:6,1 ,QGHHG/ WKH VKDUSHVW ULVH LQ WKH ODWH 4<:3V
RFFXUUHG DW WKH VDPH WLPH WKH UHWXUQ RQ IDUP DVVHWV ZDV IDOOLQJ +&DUH\ +4<<3/ S177,,1 7KH
QHR00DOWKXVLDQ YLHZ SURYLGHG D UDWLRQDOH IRU GLVPLVVLQJ WKLV HYLGHQFH DV D WUDQVLHQW
GLIIHUHQW ORDQ FRQWUDFWV VLQFH WKH PDLQ OHQGHU DW WKH SHDN RI WKH ERRP ZDV LVVXLQJ RQO\
YDULDEOH UDWH PRUWJDJHV1
58 $ SRSXODU H[SUHVVLRQ RI WKLV NLQG RI WKLQNLQJ DW WKH WLPH LV WR EH IRXQG LQ 7KH /LPLWV WR
*URZWK/ SXEOLVKHG E\ WKH &OXE RI 5RPH165
GHSDUWXUH IURP D ORQJ0UXQ WUHQG DQG DV MXVWLILFDWLRQ IRU PDLQWDLQLQJ FRQILGHQFH WKDW
IDUPODQG SULFHV ZRXOG FRQWLQXH WR ULVH1 7KH VXEMHFWLYH SUREDELOLW\ RI D FROODSVH LQ
IDUPODQG SULFHV ZDV WUHDWHG YLUWXDOO\ DV LI LW ZHUH ]HUR1
/HQGHUV PXVW KDYH DOVR VKDUHG WKLV RSWLPLVP DERXW IDUPODQG SULFHV DQG WKH GLVDVWHU
P\RSLD RI LQYHVWRUV1 7KH PRVW DJJUHVVLYH OHQGHUV/ WKH )HGHUDO /DQG %DQNV +ZKLFK DUH
SDUW RI WKH )DUP &UHGLW 6\VWHP,/ LQFUHDVHG WKHLU OHQGLQJ VKDUSO\ DV IDUPODQG SULFHV EHJDQ
WKHLU DVFHQW DQG FRQWLQXHG WR LQFUHDVH WKHLU OHQGLQJ WKUHH \HDUV DIWHU WKH SHDN1 &DUH\
+4<<3/ &K18 ,VKRZV WKDW WKH\ GLG QRW DWWHPSW WR SURWHFW WKHLU LQWHUHVWV E\ FKDUJLQJ KLJKHU
ULVN SUHPLXPV
59 QRU E\ GHPDQGLQJ ORZHU ORDQ WR YDOXH UDWLRV1 7KH\ EHKDYHG DV LI WKH ULVN
RI D GLVDVWHU ZHUH PLQLPDO1
:K\ ZHUH WKH )HGHUDO /DQG %DQNV ZLOOLQJ WR WDNH VXFK HQRUPRXV ULVNV HYHQ DIWHU WKH
ULVH LQ IDUPODQG YDOXHV KDG HQGHG" 7KH )DUP /DQG %DQNV DUH FRRSHUDWLYHO\ RZQHG E\
WKHLU ERUURZHUV DQG ZHUH VXSHUYLVHG DQG UHJXODWHG E\ WKH )DUP &UHGLW $GPLQLVWUDWLRQ/ DQ
LQGHSHQGHQW DJHQF\ RI WKH IHGHUDO JRYHUQPHQW1 7KH EDQNV ZHUH JRYHUQHG E\ WKHLU
ERUURZHUV ZKR/ IURP WKH SHUVSHFWLYH RI &DUH\¶V PRGHO/ KDG UHYHDOHG WKHPVHOYHV WR EH
RSWLPLVWV EHFDXVH WKH\ KDYH ERUURZHG WR SXUFKDVH ODQG1 7KH EDQNV KDG QR FRQYHQWLRQDO
RZQHU¶V HTXLW\
5: DW ULVN DQG VR ULVN0WDNLQJ ZDV QRW FRQVWUDLQHG E\ VKDUHKROGHUV1 ,QGHHG/
WKH DEVHQFH RI D VKDUHKROGHUV¶ HTXLW\ VWDNH LQ WKH )DUP /DQG %DQNV XQGRXEWHGO\
FRQWULEXWHG WR WKHLU ZLOOLQJQHVV WR WDNH JUHDWHU ULVNV1
59 $V ZH VKRZ LQ $SSHQGL[ $ HTXDWLRQ $1</ OHQGHUV ZLOO QRUPDOO\ LQFUHDVH ULVN SUHPLD
FKDUJHG WR ERUURZHUV ZKHQ WKH\ SHUFHLYH DQ LQFUHDVH LQ WKH ULVN RI GHIDXOW1
5: $OWKRXJK HDFK EDQN KDG ‡PHPEHU0ERUURZHU FDSLWDO/· LW ZDV UHFRYHUHG ZKHQ WKH
ERUURZHU¶V ORDQ ZDV UHSDLG1 0RUHRYHU/ LW ZDV WKH SROLF\ RI WKH EDQN WR UHIXQG WKH VWRFN
FRQWULEXWLRQV RI DOO PHPEHUV DW SDU DQG WKH )DUP &UHGLW 6\VWHP EDLOHG RXW VHYHUDO )DUP
/DQG %DQNV WR HQDEOH WKHP WR GR VR +&DUH\/ 4<<3/ S493,166
7KH )DUP &UHGLW $GPLQLVWUDWLRQ ZDV DQ LQHIIHFWXDO VXSHUYLVRU1 ,W KDG OLWWOH SRZHU WR
HQIRUFH LWV UHJXODWLRQV DQG QR UHDO DFFRXQWDELOLW\ WR WKH WD[SD\HUV IRU ZKRP LW DFWV DV
DJHQW1 0RUHRYHU/ LW VKDUHG WKH RSWLPLVP RI LWV ERUURZHUV/ IRUHFDVWLQJ LQ 4<;6/ WZR \HDUV
DIWHU IDUPODQG SULFHV KDG SHDNHG/ WKDW ‡7KH YDOXH RI WRWDO DVVHWV VKRXOG FRQWLQXH WR
H[SDQG ZLWK « UHDO HVWDWH OHDGLQJ WKH ZD\1·
5;
7KH FUHGLWRUV DOVR IDLOHG WR GLVFLSOLQH WKH ULVN0WDNLQJ RI WKH EDQNV1 7KH )DUP /DQG
%DQNV ZHUH IXQGHG ODUJHO\ WKURXJK LVVXHV RI ERQGV E\ WKH )DUP &UHGLW 6\VWHP ZKLFK
SODFHG D YROXPH RI ERQGV LQ WKH HDUO\ 4<;3V VHFRQG RQO\ WR WKH 86 7UHDVXU\ +&DUH\
+4<<3/ S1 48;,1 $V D IHGHUDO DJHQF\/ WKH )DUP &UHGLW 6\VWHP HQMR\V DQ LPSOLFLW JXDUDQWHH
IURP WKH 86 7UHDVXU\ DQG VR KROGHUV RI WKH ERQGV KDG OLWWOH UHDVRQ WR PRQLWRU RU SULFH WKH
ULVNV WDNHQ E\ WKH )DUP /DQG %DQNV1
7KXV WKH )DUP /DQG %DQNV ZHUH VXEMHFW WR DPD]LQJO\ SHUYHUVH LQFHQWLYHV1 7KH\ KDG
GLUHFWRUV ZKR ZHUH RSWLPLVWLF DERXW WKH IXWXUH YDOXH RI IDUPODQG/ QR VKDUHKROGHUV¶ HTXLW\
DW ULVN/ QR UHDO RYHUVLJKW IURP WKHLU VXSHUYLVRU DQG QR GLVFLSOLQH IURP WKHLU FUHGLWRUV1 ,W LV
QRW VXUSULVLQJ WKDW WKH\ ILQDQFHG WKH ERRP LQ IDUPODQG SULFHV1 1RU LV LW VXUSULVLQJ WKDW WKH
)DUP &UHGLW 6\VWHP VXVWDLQHG PDVVLYH ORVVHV ZKHQ IDUPODQG SULFHV FROODSVHG1
2SWLPLVP/ GLVDVWHU P\RSLD DQG PRUDO KD]DUG ZHUH D OHWKDO FRPELQDWLRQ1
71 7 K H& D V HR I3 U R S H U W \3 U L F H VL Q6 Z H G H Q
7KURXJKRXW WKH SRVWZDU HUD/ XQWLO WKH 4<;3V/ 6ZHGHQ KDG H[SHULHQFHG UHODWLYHO\
VWDEOH/ EXW ULVLQJ UHDO HVWDWH SULFHV ZLWK WKH ODVW F\FOH KDYLQJ RFFXUUHG LQ WKH *UHDW
’HSUHVVLRQ1 1RW RQO\ ZDV WKDW H[SHULHQFH EH\RQG WKH PHPRU\ RI GHFLVLRQPDNHUV LQ WKH
5; )DUP &UHGLW $GPLQLVWUDWLRQ/ $JULFXOWXUDO DQG &UHGLW 2XWORRN/ 4<;7/ S15 6DV TXRWHG E\
&DUH\ +4<<3/ S1487,167
SULYDWH DQG SXEOLF VHFWRU/ LW ZDV DOVR DUJXDEO\ LUUHOHYDQW WR WKH PRGHUQ/ SRVW0LQGXVWULDO
6ZHGLVK HFRQRP\1
&RPPHUFLDO UHDO HVWDWH SULFHV EHJDQ WR ULVH GXULQJ WKH 4<;3V LQ UHVSRQVH WR DQ
DFFHOHUDWLRQ LQ WKH JURZWK RI UHDO LQFRPH DQG WKH SHUFHSWLRQ WKDW WKH VWUXFWXUH RI WKH
6ZHGLVK HFRQRP\ ZDV VKLIWLQJ LQ IDYRU RI WKH VHUYLFH VHFWRU/ ZKLFK ZDV H[SHFWHG WR
UHTXLUH VXEVWDQWLDOO\ PRUH RIILFH VSDFH1 ,QIODWLRQ0DGMXVWHG SURSHUW\ SULFHV URVH PXFK
PRUH VKDUSO\ IURP 4<;8 WR 4<;< UHDFKLQJ D OHYHO 783 SHUFHQW KLJKHU WKDQ DW WKH EHJLQQLQJ
RI WKH GHFDGH1 %XW IURP 4<;< WR 4<<6/ LQIODWLRQ0DGMXVWHG SURSHUW\ SULFHV FROODSVHG WR D
OHYHO MXVW EHORZ WKDW DFKLHYHG LQ 4<;51 +6HH )LJXUH 8 ZKLFK VKRZV LQIODWLRQ0DGMXVWHG
SURSHUW\ SULFHV LQ 6ZHGHQ1, 7KH EDQNLQJ V\VWHP IXHOHG WKH ERRP LQ SURSHUW\ SULFHV DQG
VXIIHUHG VHULRXV GDPDJH ZKHQ SURSHUW\ SULFHV FROODSVHG1
’XULQJ WKH SUHFHGLQJ GHFDGHV WKH 6ZHGLVK ILQDQFLDO V\VWHP KDG EHHQ KHDYLO\
UHJXODWHG ZLWK FRQWUROV RQ LQWHUHVW UDWHV DQG IRUHLJQ H[FKDQJH IORZV1 7KH JRYHUQPHQW
VRXJKW WR PDLQWDLQ ORZ DQG VWDEOH LQWHUHVW UDWHV DQG IUHTXHQWO\ XVHG PRUDO VXDVLRQ DQG
TXDQWLWDWLYH FRQWUROV WR LQIOXHQFH WKH YROXPH DQG FRPSRVLWLRQ RI EDQN OHQGLQJ1
/LNH PDQ\ RWKHU LQGXVWULDO FRXQWULHV LQ WKH ODWH 4<:3VD Q G4<;3V
5</ 6ZHGHQ EHJDQ WR
H[SHULHQFH SUHVVXUHV WR OLEHUDOL]H ILQDQFLDO UHJXODWLRQ1 3DUWO\ WKLV ZDV D UHVSRQVH WR WKH
JURZWK RI OHVV0UHJXODWHG/ QRQEDQN ILQDQFLDO LQVWLWXWLRQV DQG WKH HPHUJHQFH RI QHZ FDSLWDO
PDUNHWV/ ZKLFK FRPSHWHG DJJUHVVLYHO\ ZLWK EDQNV1 3DUWO\ LW ZDV D UHVSRQVH WR WKH
GHPDQGV RI FXVWRPHUV ZKR ZDQWHG DFFHVV WR KLJKHU TXDOLW\/ PRUH FRVW HIIHFWLYH ILQDQFLDO
VHUYLFHV LQ RUGHU WR FRPSHWH HIIHFWLYHO\ LQ LQWHUQDWLRQDO PDUNHWV1 7KH JRYHUQPHQW
FRQWULEXWHG WR WKH VWUDLQV RQ WKH ILQDQFLDO V\VWHP E\ VHHNLQJ WR IXQG LQFUHDVLQJO\ ODUJHU68
ILVFDO GHILFLWV/ ZKLFK PDGH LQWHUHVW UDWH FRQWUROV LQFUHDVLQJO\ XQZRUNDEOH1 %DQN SURILWV
ZHUH ORZ DV D UHVXOW RI WKH ORVV RI LQWHUPHGLDWLRQ EXVLQHVV WR WKH VHFXULWLHV PDUNHW1
/LEHUDOL]DWLRQ RI UHJXODWLRQV ZDV VHHQ DV D ZD\ RI UHVWRULQJ WKH FRPSHWLWLYH SRVLWLRQ RI
6ZHGLVK EDQNV1
7KH OLEHUDOL]DWLRQ SURFHVV SURFHHGHG LQ VWDJHV/ FXOPLQDWLQJ LQ 4<;8 ZLWK WKH OLIWLQJ RI
RIILFLDO OHQGLQJ JXLGHOLQHV E\ WKH 6ZHGLVK &HQWUDO %DQN +*ROGVWHLQ HW DO/ 4<<6,1 %DQNV
WRRN WKH RSSRUWXQLW\ WR JURZ WKHLU EDODQFH VKHHWV DQG WR VKLIW IURP JRYHUQPHQW ERQGV WR
ORDQV/ LQ WKH H[SHFWDWLRQ RI UDLVLQJ SURILWV1 7KH UDWLR RI EDQN OHQGLQJ WR QRPLQDO *’3
LQFUHDVHG IURP 76 SHUFHQW LQ 4<;9 WR 9; SHUFHQW LQ 4<<31 6ZHGLVK EDQN VWDWLVWLFV GR QRW
LGHQWLI\ UHDO HVWDWH ORDQV DV D VHSDUDWH OHQGLQJ FDWHJRU\/ DQG VR LW LV QRW SRVVLEOH WR
TXDQWLI\ WKH SURSRUWLRQ RI WKLV LQFUHDVHG IORZ RI FUHGLW WKDW ZHQW WR WKH UHDO HVWDWH VHFWRU1
1RQHWKHOHVV/ -DIIHH +4<<7/ <5, FRQFOXGHV WKDW LW ZDV VLJQLILFDQW EHFDXVH ‡D VXEVWDQWLDO
SDUW RI WKH ORDQ ORVVHV WDNHQ E\ 6ZHGLVK EDQNV FDQ EH DWWULEXWHG WR UHDO HVWDWH1·
$IWHU WKH OLIWLQJ RI FRQWUROV RQ EDQN OHQGLQJ EDQNV EHJDQ WR FRPSHWH HIIHFWLYHO\ ZLWK
ILQDQFH FRPSDQLHV ZKLFK ZHUH DOUHDG\ KHDYLO\ LQYROYHG LQ UHDO HVWDWH OHQGLQJ DQG
SURSHUW\ SULFHV EHJDQ WR ULVH PXFK PRUH UDSLGO\1 6ZHGLVK EDQNV ZHUH DWWUDFWHG WR WKH
ERRPLQJ UHDO HVWDWH PDUNHW EHFDXVH LW ZDV HDV\ WR ILQG ZLOOLQJ ERUURZHUV DQG/ LQ WKH
FRQWH[W RI 6ZHGHQ¶V SRVWZDU H[SHULHQFH/ LW DSSHDUHG WR EH D UHODWLYHO\ VDIH IRUP RI
OHQGLQJ1 -DIIHH +4<<7/ S1<;, REVHUYHV WKDW WKH FRPPHUFLDO UHDO HVWDWH F\FOH LQ 6ZHGHQ
KDG WZR SULPDU\ FDXVHV= ‡+4, D JURXS RI RSWLPLVWLF LQYHVWRUV DQG GHYHORSHUV ZKR
H[SHFWHG WR SURILW IURP SXUFKDVLQJ DQG SURGXFLQJ FRPPHUFLDO UHDO HVWDWH/ SULQFLSDOO\
RIILFH EXLOGLQJV>+ 5 ,D JURXS RI HTXDOO\ RSWLPLVWLF EDQNHUV ZKR ZHUH ZLOOLQJ WR OHQG WKHP
5< 6LPLODU WUHQGV FRXOG EH REVHUYHG LQ *HUPDQ\/ -DSDQ/ WKH 8QLWHG 6WDWHV DQG VHYHUDO69
PRQH\ IRU WKLV SXUSRVH1 « >7KH@ RSWLPLVWLF H[SHFWDWLRQV RI ERWK JURXSV ZHUH EDVHG RQ D
SODXVLEOH YLHZ RI ULVLQJ GHPDQG IRU RIILFH VSDFH1·
63
,W VHHPV TXLWH SODXVLEOH WKDW 6ZHGLVK EDQNV ZHUH VXEMHFW WR GLVDVWHU P\RSLD1
%DVHG RQ PRUH WKDQ ILYH GHFDGHV RI IDYRUDEOH H[SHULHQFH ZLWK UHDO HVWDWH OHQGLQJ WKH\
ZHUH SUHSDUHG WR UHJDUG WKH SUREDELOLW\ RI D FROODSVH LQ UHDO HVWDWH SULFHV DV LI LW ZHUH
]HUR1 0DFH\ +4<<7/ S1 77, FRQFOXGHV WKDW ‡:KLOH WKHUH LV FHUWDLQO\ QR HYLGHQFH WKDW
6ZHGLVK EDQNHUV FRQVFLRXVO\ GHFLGHG WR LQFUHDVH ULVN WR LPSUXGHQW OHYHOV/ LW GRHV VHHP
FOHDU WKDW WKH EDQNHUV LJQRUHG WKH LQFUHDVHG ULVNV DVVRFLDWHG ZLWK WKHLU UDSLG H[SDQVLRQ1
,QGHHG/ LW DSSHDUV WKDW WKH EDQNHUV FRQVLGHUHG WKHPVHOYHV YHU\ VDIH XQWLO WKH FULVLV ZDV
XSRQ WKHP1· )XUWKHU HYLGHQFH RI WKH LQDWWHQWLRQ RI WKH EDQNV WR WKH LQFUHDVLQJ ULVNLQHVV
RI WKHLU UHDO HVWDWH OHQGLQJ FDQ EH LQIHUUHG IURP WKH IDFW WKDW QHW LQWHUHVW PDUJLQV DQG
RSHUDWLQJ SURILWV LQ 6ZHGHQ UHPDLQHG UHODWLYHO\ VWDEOH GXULQJ WKH UDSLG H[SDQVLRQ RI
FUHGLW +*ROGVWHLQ HW DO/ S1< , 1
64
6RPH REVHUYHUV/ PRUHRYHU/ KDYH SHUFHLYHG HYLGHQFH RI KHUGLQJ1 0DFH\ +4<<7/ S17 8 ,
QRWHV WKDW 6ZHGLVK EDQNV H[KLELWHG D VRUW RI ‡KHUG EHKDYLRU«LQ H[SDQGLQJ WKHLU H[SRVXUH
WR WKH UHDO HVWDWH VHFWRU/ WKH EDQNHUV ZHUH HQFRXUDJHG E\ WKH IDFW WKDW WKH\ VLPSO\ ZHUH
GRLQJ ZKDW RWKHU EDQNHUV ZHUH GRLQJ1·
65
RWKHU LQGXVWULDO FRXQWULHV1
63 $V -DIIHH +4<<7, QRWHV WKLV ZDV D SHUYDVLYH SKHQRPHQRQ1 $OWKRXJK WKH SURSHUW\ SULFH
PRYHPHQWV ZHUH PRUH H[WUHPH LQ 6ZHGHQ WKDW DQ\ RWKHU (XURSHDQ FRXQWU\ EXW 6SDLQ/
DOPRVW QR OHDGLQJ LQGXVWULDO FRXQWU\ ZDV XQWRXFKHG1 7KH RWKHU 1RUGLF FRXQWULHV DOVR
H[SHULHQFHG D UHDO HVWDWH ERRP DQG 1RUZD\ DQG )LQODQG VXIIHUHG IURP D VHULRXV EDQNLQJ
FULVLV ZKHQ SURSHUW\ SULFHV FROODSVHG1
64 $V ZH VKRZ LQ $SSHQGL[ $/ LQWHUHVW PDUJLQV VKRXOG EH H[SHFWHG WR ULVH ZKHQ OHQGHUV
SHUFHLYH D KLJKHU ULVN RI GHIDXOW1
65 0DFH\ DOVR FKDUJHV WKDW UHJXODWLRQ PD\ KDYH FRQWULEXWHG WR KHUGLQJ EHKDYLRU WKURXJK
LQIRUPDO DGPLQLVWUDWLYH JXLGDQFH DQG PRUDO VXDVLRQ16:
:K\ GLGQ¶W 6ZHGLVK EDQN UHJXODWRUV FRQVWUDLQ WKH LQFUHDVLQJ ULVN H[SRVXUH RI
6ZHGLVK EDQNV" -DIIHH +4<<7/ S1 <7, REVHUYHV WKDW WKH EDQN VXSHUYLVRUV VKDUHG WKH
H[SHFWDWLRQV RI WKH EDQNHUV DQG VDZ GHUHJXODWLRQ DV DQ RSSRUWXQLW\ IRU EDQNV WR UDLVH
SURILWV WKURXJK H[SDQGHG OHQGLQJ1 0RUHRYHU/ WKH 6ZHGLVK DXWKRULWLHV KDG DOZD\V SODFHG
KHDY\ HPSKDVLV RQ FROODWHUDOL]DWLRQ/ EHOLHYLQJ WKH FROODWHUDOL]HG ORDQV ZHUH VDIHU WKDQ
XQFROODWHUDOL]HG ORDQV1
66 $V D UHVXOW/ WKH UHDO HVWDWH H[SRVXUH RI EDQNV ZDV PXFK EURDGHU
WKDQ WKHLU GLUHFW ORDQV WR WKH UHDO HVWDWH VHFWRU1 0DFH\ +4<<7/ S17;, REVHUYHV WKDW ‡PDQ\
ORDQV DUH FROODWHUDOL]HG E\ UHDO HVWDWH HYHQ ZKHQ WKH H[SHFWHG VRXUFH RI UHSD\PHQW LV
IURP HDUQLQJV JHQHUDWHG IURP WKH PDQXIDFWXULQJ RU VDOHV DFWLYLWLHV RI WKH ERUURZLQJ
ILUPV1· ,QGHHG LW LV OLNHO\ WKDW ERUURZHUV ZLWK SURSHUW\ WR RIIHU DV FROODWHUDO UHFHLYHG
PXFK OHVV ULJRURXV FUHGLW DQDO\VLV1 ,Q UHWURVSHFW LW LV FOHDU WKDW 6ZHGLVK OHQGHUV WRRN
XQGXH FRPIRUW LQ UHDO HVWDWH FROODWHUDO1
%DQN FUHGLWRUV ZHUH DOVR LQHIIHFWXDO LQ FRQVWUDLQLQJ WKH EDQNV¶ H[SRVXUH WR UHDO HVWDWH
ULVN1 (YHQ LI WKH\ KDG QRW VKDUHG WKH EDQNV¶ GLVDVWHU P\RSLD/ WKH\ KDG OLWWOH UHDVRQ WR
PRQLWRU WKH ULVN H[SRVXUHV RI WKHLU EDQNV EHFDXVH WKH\ DUH OLNHO\ WR KDYH H[SHFWHG WR
EHQHILW IURP DQ LPSOLFLW VDIHW\ QHW1 $OWKRXJK 6ZHGHQ GLG QRW KDYH H[SOLFLW GHSRVLW
LQVXUDQFH/ DV VRRQ DV EDQNV JRW LQWR VHULRXV WURXEOH WKH 6ZHGLVK 3DUOLDPHQW JXDUDQWHHG
WKH HQWLUH OLDELOLW\ VLGH RI EDQNV¶ EDODQFH VKHHWV1
67
7KH 6ZHGLVK UHDO HVWDWH ERRP HQGHG DEUXSWO\ LQ 4<<3 ZLWK WKH EHJLQQLQJ RI WKH
ZRUOGZLGH HFRQRPLF VORZGRZQ DQG WKH ULVH LQ 6ZHGLVK LQWHUHVW UDWHV1 5LVLQJ YDFDQFLHV
66 0DF\ +4<<7/ S187, FRQFOXGHV ‡7KH WUDGLWLRQDO UHJXODWRU\ FOLPDWH IDYRULQJ
FROODWHUDOL]HG UHDO HVWDWH OHQGLQJ – DORQJ ZLWK WKH WUDGLWLRQDO VWUHQJWK RI WKH GRPHVWLF UHDO
HVWDWH PDUNHW LQ 6ZHGHQ/ ZKHUH WKHUH KDG QRW EHHQ D GRZQWXUQ LQ UHDO HVWDWH SULFHV VLQFH
:RUOG :DU ,, – SURYLGH WKH RQO\ DYDLODEOH H[SODQDWLRQV IRU WKH IDFW WKDW H[FHVVLYH ULVN0
WDNLQJ RI 6ZHGLVK EDQNV ZDV GLVSURSRUWLRQDWHO\ FHQWHUHG LQ UHDO HVWDWH1·6;
PD\ KDYH DOVR FRQWULEXWHG WR WKH GRZQZDUG SUHVVXUH RQ UHDO HVWDWH SULFHV/ DV GLG WD[
UHIRUP1 %\ UHGXFLQJ WKH WRS PDUJLQDO WD[ UDWH DSSOLHG WR LQWHUHVW GHGXFWLRQV IURP 83( WR
63( ZLWK DQ RYHUDOO OLPLW IRU LQWHUHVW GHGXFWLRQV +*ROGVWHLQ HW DO +4<<6/ S1;,/ WKH 6ZHGLVK
DXWKRULWLHV LQFUHDVHG WKH DIWHU0WD[ FRVW RI ERUURZLQJ1 7KLV LPSDFW RQ WKH FRVW RI
ERUURZLQJ ZDV FRPSRXQGHG E\ D FRQWHPSRUDQHRXV VKLIW LQ PRQHWDU\ SROLF\ WR ORZHU WKH
UDWH RI LQIODWLRQ1 7KH UHVXOW ZDV D VKDUS ULVH LQ DIWHU0WD[ UHDO LQWHUHVW UDWHV IURP UHDO UDWHV
WKDW ZHUH VRPHWLPHV QHJDWLYH LQ WKH 4<;3V WR OHYHOV RI 8( RU PRUH1
68
7KH UHDO HVWDWH SUREOHP VWDUWHG WR EHFRPH DQ REYLRXV EDQNLQJ SUREOHP ZKHQ WKH
ILQDQFH FRPSDQLHV/ ZKLFK KDG EHHQ KHDYLO\ LQYROYHG LQ UHDO HVWDWH GHYHORSPHQW DQG
OHQGLQJ DQG GLG QRW EHQHILW IURP DQ LPSOLFLW JRYHUQPHQW JXDUDQWHH/ ORVW DFFHVV WR WKH
FRPPHUFLDO SDSHU PDUNHW1 7KH\ ERUURZHG KHDYLO\ IURP EDQNV WR VWD\ DIORDW1
69 7KH
EDQNLQJ FULVLV EHJDQ ZKHQ RQH ILQDQFH FRPSDQ\ +1\FNHOQ, VXVSHQGHG SD\PHQWV
IROORZLQJ PDMRU ORVVHV RQ LWV UHDO HVWDWH ORDQV DQG VKDUHV LQ UHDO HVWDWH KROGLQJ FRPSDQLHV
+-DIIHH/ S1 <9,1 ,Q 4<<5/ WKH 6ZHGLVK 3DUOLDPHQW IRUPDOL]HG DQ HDUOLHU HPHUJHQF\ GHFUHH
E\ ‡HQDFWLQJ *RYHUQPHQW ELOO 4<<52<6=468/ ZKLFK JXDUDQWHHV WKDW EDQNV DQG FHUWDLQ RWKHU
FUHGLW LQVWLWXWLRQV FDQ PHHW WKHLU FRPPLWPHQWV RQ D WLPHO\ EDVLV E\ SURYLGLQJ VXSSRUW IRU
FRQWLQXHG RSHUDWLRQV· +0DFH\ +4<<7/ S1 63,1
$Q XQXVXDO IHDWXUH RI WKH 6ZHGLVK EDQNLQJ FULVLV LV WKDW DOO PDMRU EDQNV +H[FHSW IRU
6YHQVND +DQGHOVEDQNHQ, DSSOLHG IRU JRYHUQPHQW DVVLVWDQFH YROXQWDULO\/ LQ VRPH FDVHV
67 ([FOXGLQJ/ RI FRXUVH/ VKDUHKROGHUV¶V QHW ZRUWK1
68 :H DUH JUDWHIXO WR *|UDP /LQG IRU HPSKDVL]LQJ WKLV SRLQW1
69 %\ WKH PLG0QLQHWLHV WKH QXPEHU RI ILQDQFH FRPSDQLHV KDG GHFOLQHG E\ <3( IURP WKHLU
SUH0FULVLV KLJK1 *HQHUDOO\/ ILQDQFH FRPSDQLHV WKDW ZHUH RZQHG E\ EDQNV RU RWKHU ODUJH
QRQILQDQFLDO FRUSRUDWLRQV GLG QRW VXIIHU IURP IXQGLQJ SUREOHPV1 %XW XQDIILOLDWHG ILQDQFH
FRPSDQLHV KDG VXEVWDQWLDO IXQGLQJ SUREOHPV DQG PRVW ZHUH OLTXLGDWHG1 :H DUH JUDWHIXO
WR *|UDP /LQG IRU WKLV LQIRUPDWLRQ DERXW 6ZHGLVK ILQDQFH FRPSDQLHV16<
EHIRUH LW ZDV HYHQ FOHDU WKDW DVVLVWDQFH ZRXOG EH UHTXLUHG +0DFH\ +4<<7/ S1 99,1 7KLV LV
LQ VWULNLQJ FRQWUDVW WR -DSDQ DQG WKH 8QLWHG 6WDWHV ZKHUH XQGHUFDSLWDOL]HG EDQNV KDYH
RSHUDWHG IRU H[WHQGHG SHULRGV LQ WKH KRSH WKDW WKH\ ZRXOG EH DEOH WR UHVWRUH WKHLU
SURILWDELOLW\ ZLWKRXW VHHNLQJ GLUHFW RIILFLDO DVVLVWDQFH +ZKLOH/ QRQHWKHOHVV/ H[SORLWLQJ
LPSOLFLW JXDUDQWHHV,1 0DFH\ +4<<7/ S19:, VXJJHVWV WKDW WKH GLIIHUHQFH PD\ EH GXH WR D
6ZHGLVK ODZ ZKLFK UHTXLUHV WKDW EDQNV PXVW EH OLTXLGDWHG ZKHQHYHU WKH HTXLW\ LV OHVV
WKDQ <3 SHUFHQW RI UHJLVWHUHG VKDUH FDSLWDO1 )DLOXUH WR FRPSO\ FDXVHV SHUVRQDO OLDELOLW\ IRU
DOO ORVVHV WR GLUHFWRUV SHUVRQDOO\ DQG WR DQ\RQH HOVH DFWLQJ RQ EHKDOI RI WKH EDQN ZKR LV
DZDUH RI WKH IDLOXUH WR OLTXLGDWH1
6: 7KH KDSS\ UHVXOW LV WKDW LW FXUEHG FRVWO\ JR0IRU0EURNH
EHKDYLRU DQG VSHHGHG XS WKH UHVWUXFWXULQJ RI WKH 6ZHGLVK EDQNLQJ V\VWHP VR WKDW PRVW
6ZHGLVK EDQNV KDG UHJDLQHG DFFHVV WR LQWHUQDWLRQDO FDSLWDO PDUNHWV E\ 4<<6 DQG
SURILWDELOLW\ E\ 4<<71
81 7KH &DVH RI &RPPHUFLDO 5HDO (VWDWH /HQGLQJ LQ -DSDQ
’XULQJ WKH ODWH 4<:3V LQWR WKH PLG04<;3V/ -DSDQHVH EDQNV ZHUH UDSLGO\ LQFUHDVLQJ
WKH FRQFHQWUDWLRQ RI WKHLU SRUWIROLRV LQ UHDO HVWDWH0UHODWHG ORDQV DQG LQYHVWPHQWV ZKLOH DW
WKH VDPH WLPH UHGXFLQJ WKHLU FDSLWDO UDWLRV1 ,Q HYHU\ \HDU IURP 4<:8 WR 4<<3/ W K HU D W HR I
LQFUHDVH LQ UHDO HVWDWH0UHODWHG ORDQV DQG LQYHVWPHQW LQ DIILOLDWHG QRQ0EDQN VXEVLGLDULHV
ZDV JUHDWHU WKDQ WKH LQFUHDVH LQ WRWDO ORDQV/ RIWHQ E\ D VXEVWDQWLDO PDUJLQ1 ,QGHHG WUXVW
DQG ORQJ0WHUP EDQNV FRQWLQXHG WR LQFUHDVH WKH VKDUH RI UHDO HVWDWH ORDQV LQ WKHLU
6: ,Q SULYDWH FRUUHVSRQGHQFH *|UDP /LQG QRWHV WKDW WKLV LV DOVR WKH FRQVHTXHQFH RI WKH
SURFHGXUH IROORZHG E\ WKH %DQN 6XSSRUW $XWKRULW\ LQ ZKLFK EDQNV VHHNLQJ VXSSRUW PXVW
VXEPLW D SUHOLPLQDU\ UHTXHVW IRU VXSSRUW DQG WKHQ XQGHUWDNH IRUZDUG ORRNLQJ HVWLPDWHV RI
WKH DPRXQW RI VXSSRUW QHHGHG1 $IWHU WKDW WKH EDQN QHJRWLDWHV ZLWK WKH %DQN 6XSSRUW
$XWKRULW\ RYHU WKH DPRXQW/ IRUPV DQG WHUPV IRU VXSSRUW1 $W WKLV VWDJH 61(1 %DQNHQ DQG
6ZHGEDQN GHFLGHG WR UHFDSLWDOL]H ZLWKRXW JRYHUQPHQW DVVLVWDQFH173
SRUWIROLRV/ VHYHUDO \HDUV DIWHU UHDO HVWDWH ORDQV EHJDQ WR IDOO
6;1 7KH LPSDFW RI UHDO HVWDWH
SUREOHPV RQ WKH EDQNLQJ V\VWHP H[WHQGHG ZHOO EH\RQG EDQNV¶ GLUHFW ORDQV WR WKH UHDO
HVWDWH VHFWRU1 8HGD +4<<9/ S1:, UHSRUWV WKDW WKH VKDUH RI FROODWHUDO LQ WKH IRUP RI ODQG
KHOSV H[SODLQ D VXEVWDQWLDO SURSRUWLRQ RI WKH EDG ORDQV UDWLR WR WRWDO DVVHWV1 6RPH EDQNV
DSSDUHQWO\ WHQGHG WR UHO\ RQ WKH ULVLQJ YDOXH RI ODQG UDWKHU WKDQ ULJRURXV FUHGLW DQDO\VLV LQ
XQGHUZULWLQJ ORDQV1 ,Q DGGLWLRQ/ EDQNV KDG YHU\ VXEVWDQWLDO LQGLUHFW H[SRVXUH WR UHDO
HVWDWH ULVN WKURXJK WKHLU ORDQV WR WKH MXVHQ +PRUWJDJH ILQDQFH FRPSDQLHV, ZKLFK EHFDPH
GHHSO\ LQVROYHQW DV UHDO HVWDWH SULFHV IHOO1
:HUH -DSDQHVH EDQNV FRQVFLRXVO\ LQFUHDVLQJ WKHLU LQVROYHQF\ H[SRVXUHV" 2U ZHUH
WKH\ VXEMHFW WR GLVDVWHU P\RSLD" :LWK WKH EHQHILW RI KLQGVLJKW LW LV HDV\ WR VHH WKH VLJQV
RI LQFUHDVLQJ YXOQHUDELOLW\/ EXW H[ DQWH/ EHIRUH WKH FROODSVH RI DVVHW SULFHV/ LW ZDV E\ QR
PHDQV FOHDU1
3URILWV LQ UHDO0HVWDWH0UHODWHG ORDQV DQG LQYHVWPHQW ZHUH UHODWLYHO\ KLJK ZLWK YHU\
IHZ ORVVHV1 5HDO HVWDWH SULFHV KDG ULVHQ VWHDGLO\ WKURXJKRXW WKH SRVWZDU HUD/ ZLWK WKH
H[FHSWLRQ RI D EULHI SHULRG DURXQG 4<:81 +6HH )LJXUH 9 ZKLFK VKRZV WKH ULVH DQG IDOO RI
FRPPHUFLDO UHDO HVWDWH SULFHV LQ 7RN\R GXULQJ WKH 4<;3V DQG HDUO\ 4<<3V1, )URP 4<;3 WR
4<<3/ SULFHV URVH DOPRVW 683 SHUFHQW GHVSLWH D YHU\ PRGHVW UDWH RI LQIODWLRQ LQ FRQVXPHU
SULFHV1 $OWKRXJK WKH UHODWLYHO\ KLJK SULFH RI UHDO HVWDWH LQ -DSDQ ZDV WKH VXEMHFW RI
FRQVLGHUDEOH FRPPHQW/ LW ZDV UDWLRQDOL]HG DV WKH FRQVHTXHQFH RI UDSLGO\ LQFUHDVLQJ
ZHDOWK LQ D FRXQWU\ ZLWK UHODWLYHO\ OLWWOH VSDFH WKDW FRXOG EH HFRQRPLFDOO\ GHYHORSHG1
6RPH REVHUYHUV +ZLWK GXELRXV LQVLJKW, UDWLRQDOL]HG KLJK DQG ULVLQJ UHDO HVWDWH SULFHV E\
6;7KLV PD\ EH D PDQLIHVWDWLRQ RI FRJQLWLYH GLVVRQDQFH RU/ PRUH OLNHO\/ ZRUNRXW OHQGLQJ
PRWLYDWHG LQ SDUW E\ WKH KRSH RI NHHSLQJ RXWVWDQGLQJ ORDQV IURP EHLQJ FODVVLILHG DV
QRQSHUIRUPLQJ ORDQV174
QRWLQJ WKDW UHDO HVWDWH LV D QRQ0WUDGHG JRRG/ DQG WKXV LV QRW VXEMHFW WR IRUFHV RI
LQWHUQDWLRQDO FRPSHWLWLRQ WKDW FRQVWUDLQ WKH UHODWLYH SULFHV RI WUDGHG JRRGV1
$ UHDO HVWDWH EXEEOH
6< LV D JRRG H[DPSOH RI D ORZ0IUHTXHQF\ VKRFN WKDW LV VXEMHFW
WR XQFHUWDLQW\1 :H GR QRW KDYH UREXVW HFRQRPLF PRGHOV WKDW ZRXOG KDYH HQDEOHG XV WR
SUHGLFW DQ DVVHW0SULFH EXEEOH ZLWK D KLJK GHJUHH RI FRQILGHQFH LQ DQ HFRQRP\ ZLWK
H[WUHPHO\ PRGHVW LQIODWLRQ LQ WKH SULFHV RI JRRGV DQG VHUYLFHV1 0RUHRYHU/ WKH HPSLULFDO
HYLGHQFH UHJDUGLQJ VXFK HSLVRGHV LV VR VSDUVH WKDW LW GLG QRW SURYLGH D XVHIXO EDVLV IRU
VHWWLQJ DVLGH UHVHUYHV RU FKDUJLQJ DSSURSULDWH ULVN SUHPLXPV1
7KH HLJKW MXVHQ/ ZKLFK DUH DQ LPSRUWDQW SDUW RI WKH HQVXLQJ ILQDQFLDO SUREOHPV/
ZHUH IRUPHG LQ WKH 4<:3V WR FRQGXFW UHDO HVWDWH OHQGLQJ WKDW ZDV UHJDUGHG DV WRR ULVN\ IRU
EDQNV1 %XW/ WKH UHODWLYHO\ KLJK SURILWDELOLW\ DQG ORZ ORVVHV RI WKH MXVHQ/ HQFRXUDJHG
EDQNV WKDW KDG LQYHVWHG LQ MXVHQ WR HQWHU WKH PDUNHW GXULQJ WKH 4<;3V LQ FRPSHWLWLRQ ZLWK
WKHLU RZQ DIILOLDWHV +<RVKLWRPL +4<<9,,1 ,Q WKH DEVHQFH RI FRPSHOOLQJ FXUUHQW HYLGHQFH
DERXW WKH ULVNLQHVV RI VXFK ORDQV DQG LQYHVWPHQW/ LW PD\ KDYH EHHQ WHPSWLQJ WR
H[WUDSRODWH UHFHQW IDYRUDEOH H[SHULHQFH DQG LQFUHDVH H[SRVXUHV UHODWLYH WR FDSLWDO ZLWKRXW
FRQVFLRXVO\ DFFHSWLQJ JUHDWHU LQVROYHQF\ H[SRVXUH1
0DQDJHPHQW LQIRUPDWLRQ V\VWHPV GLG QRW FRUUHFW GLVDVWHU P\RSLD1 -DSDQHVH
DFFRXQWLQJ SUDFWLFHV GR QRW UHTXLUH WKDW UHDO HVWDWH EH PDUNHG WR PDUNHW> EXW/ JLYHQ WKH
RSDFLW\ RI UHDO HVWDWH PDUNHWV/ WKLV ZRXOG KDYH EHHQ GLIILFXOW WR DFFRPSOLVK LQ DQ\ HYHQW1
6< 6RPH REVHUYHUV GRXEW WKDW WKH ULVH DQG IDOO RI UHDO HVWDWH SULFHV LQ -DSDQ ZDV D EXEEOH1
8HGD +4<<9/ S14 3 ,FRQFOXGHV WKDW WKH ULVH LQ ODQG SULFHV ZDV QRW D EXEEOH/ XQOLNH WKH ULVH
LQ VWRFN SULFHV1 +H EHOLHYHV WKDW WKH LQFUHDVH LQ WKH SULFH RI ODQG FDQ EH H[SODLQHG
ODUJHO\ LQ WHUPV RI GHFOLQLQJ LQWHUHVW UDWHV1+ 7KH %DQN RI -DSDQ UHGXFHG WKH GLVFRXQW UDWH
ILYH FRQVHFXWLYH WLPHV IURP 4<;9 WR 4<;<1, 1RQHWKHOHVV/ 8HGD +4<<9/ S18, FRQFOXGHV/
‡WKHUH LV VRPH WUXWK WR WKH DUJXPHQW WKDW ODUJH ODQG SULFH GHFOLQHV LQ WKH 4<<3VK D Y HE H H Q
D WRWDOO\ XQH[SHFWHG VKRFN1·75
7R WKH H[WHQW WKDW ERQXVHV ZHUH EDVHG RQ SURILWV ZLWKRXW DGMXVWPHQW IRU UHVHUYHV DJDLQVW
GHIDXOWV LQ UHDO HVWDWH OHQGLQJ/
73 OLQH PDQDJHUV PD\ KDYH EHHQ HQFRXUDJHG WR LJQRUH VLJQV
RI LPSHQGLQJ GLVDVWHU1 $OWKRXJK OLIH0WLPH HPSOR\PHQW SUDFWLFHV VKRXOG OHDG -DSDQHVH
PDQDJHUV WR WDNH D ORQJHU YLHZ WKDQ WKHLU 86 FRXQWHUSDUWV/ WKH SUDFWLFH RI URWDWLQJ
PDQDJHUV WR QHZ SRVLWLRQV HYHU\ WZR WR WKUHH \HDUV PD\ KDYH XQGHUFXW WKLV EHQHILW WR
VRPH H[WHQW1
,I -DSDQHVH PDQDJHUV ZHUH WURXEOHG E\ GRXEW DERXW WKH SUXGHQFH RI LQFUHDVLQJ
FRQFHQWUDWLRQV RI H[SRVXUH WR WKH UHDO HVWDWH VHFWRU/ WKH\ ZHUH XQGRXEWHGO\ HQFRXUDJHG
WKDW WKHLU SHHUV ZHUH WDNLQJ VLPLODU SRVLWLRQV1 +HUGLQJ KDV EHHQ D SURPLQHQW IHDWXUH RI
WKH -DSDQHVH EDQNLQJ V\VWHP DQG ZDV RIILFLDOO\ HQFRXUDJHG WR VRPH H[WHQW E\ WKH
FRQYR\ DSSURDFK WR EDQN UHJXODWLRQ DQG VXSHUYLVLRQ1
,I PDQDJHUV RI EDQNV ZHUH VXEMHFW WR GLVDVWHU P\RSLD/ LW LV SODXVLEOH WKDW WKH
VXSHUYLVRU\ DXWKRULWLHV ZHUH VXEMHFW WR WKH VDPH SHUFHSWXDO ELDVHV1 ,QGHHG/ VHQLRU EDQN
PDQDJHUV DUH VRPHWLPHV IRUPHU UHJXODWRUV1 ,I WKH\ EHOLHYHG WKHUH ZDV OLWWOH FKDQFH RI D
GLVDVWURXV VKRFN/ VXSHUYLVRUV PD\ KDYH EHHQ FRQWHQW WR VLPSO\ PRQLWRU WKH JURZLQJ
FRQFHQWUDWLRQV RI H[SRVXUH WR WKH UHDO HVWDWH VHFWRU ZLWKRXW FRQVWUDLQLQJ LW1
-DSDQHVH EDQNV/ OLNH WKHLU FRXQWHUSDUWV LQ WKH 86 DQG 6ZHGHQ/ VXIIHUHG IURP
GHFOLQLQJ IUDQFKLVH YDOXHV EHIRUH WKH VKRFN1 ’XULQJ WKH 4<:3VD Q G4<;3VW K H
GHYHORSPHQW RI WKH GRPHVWLF VHFXULWLHV PDUNHW OHG WR GLVLQWHUPHGLDWLRQ IURP EDQNV RQ WKH
OLDELOLW\ VLGH1 *RYHUQPHQW ERQG UHSXUFKDVH DJUHHPHQWV SURYLGHG D KLJKHU UHWXUQ WR
FRUSRUDWH DQG LQVWLWXWLRQDO FOLHQWV WKDQ ZKROHVDOH WLPH GHSRVLWV DQG PHGLXP0WHUP
JRYHUQPHQW ERQG IXQGV SURYLGHG DQ DWWUDFWLYH DOWHUQDWLYH WR UHWDLO GHSRVLWV1 7KLV OHG WR
73 -DSDQHVH WD[ ODZV/ OLNH WKRVH LQ WKH 86/ SURYLGH OLWWOH VFRSH IRU GLVFUHWLRQDU\ ORVV76
SUHVVXUH WR OLEHUDOL]H GHSRVLW UDWHV GXULQJ WKH 4<;3V VR WKDW E\ 4<<3 QHDUO\ :3 SHUFHQW RI
WKH GHSRVLWV DW FLW\ EDQNV ERUH D PDUNHW0GHWHUPLQHG LQWHUHVW UDWH1
2Q WKH DVVHW0VLGH RI WKHLU EDODQFH VKHHWV/ EDQNV VDZ WUDGLWLRQDO/ ODUJH FRUSRUDWH
FXVWRPHUV WXUQ LQFUHDVLQJO\ WR RWKHU VRXUFHV RI IXQGV1 :LWK WKH OLIWLQJ RI FDSLWDO FRQWUROV/
ERUURZHUV WXUQHG WR WKH OHVV0UHJXODWHG (XUR\HQ PDUNHW/ LVVXHG VHFXULWLHV GLUHFWO\/ DQG
UHOLHG RQ LQWHUQDOO\ JHQHUDWHG IXQGV1 ’XULQJ WKLV HUD DOVR/ D JURZLQJ QXPEHU RI
VRSKLVWLFDWHG IRUHLJQ ILQDQFLDO LQVWLWXWLRQV RSHQHG RIILFHV LQ 7RN\R DQG FRPSHWHG IRU
ODUJH FRUSRUDWH FXVWRPHUV +DQG SULPH FRPPHUFLDO UHDO HVWDWH LQ 7RN\R,1 $QG WKH EOXUULQJ
RI UHJXODWRU\ GLVWLQFWLRQV DPRQJ ILQDQFLDO LQVWLWXWLRQV LQ -DSDQ DOVR LQFUHDVHG
FRPSHWLWLRQ1
%DQNV DWWHPSWHG WR FRPSHQVDWH IRU WKH GHFOLQH LQ QHW LQWHUHVW PDUJLQV E\ OHQGLQJ
WR VPDOOHU ILUPV DQG WKH UHDO HVWDWH VHFWRU1 8HGD +4<<9/ S1;, SUHVHQWV HFRQRPHWULF
HYLGHQFH WKDW ILQDQFLDO GHUHJXODWLRQ ‡IRUFHG VRPH EDQNV WR H[SDQG UHDO HVWDWH ORDQV/·D V
WKH\ IDFHG D KLJKHU FRVW RI IXQGV DQG ORVW WUDGLWLRQDO FOLHQWV WR WKH VHFXULWLHV PDUNHW1
8QIRUWXQDWHO\ -DSDQHVH EDQNV DSSHDU WR KDYH EHHQ QR PRUH VXFFHVVIXO WKDQ EDQNV LQ
6ZHGHQ RU WKH 8QLWHG 6WDWHV LQ FKDUJLQJ ULVN SUHPLXPV WKDW ZHUH VXIILFLHQW WR
FRPSHQVDWH IRU KLJKHU ULVNV LQ WKH QHZ OLQHV RI EXVLQHVV1
7KH ORVV RI IUDQFKLVH YDOXH FRXOG EH VHHQ LQ WKH HURVLRQ RI SURILWV IURP WUDGLWLRQDO
EDQNLQJ DFWLYLWLHV WKDW KDG EHHQ VKHOWHUHG IURP FRPSHWLWLRQ1 ’HFOLQLQJ IUDQFKLVH YDOXHV
PHDQW WKDW VKDUHKROGHUV KDG GLPLQLVKHG LQFHQWLYHV WR FRQVWUDLQ WKH ULVN WDNLQJ RI EDQNV1
7KH LPSRUWDQFH RI WKLV IDFWRU PD\ EH RSHQ WR TXHVWLRQ LQ WKH -DSDQHVH FRQWH[W1
&ORVH REVHUYHUV RI -DSDQHVH FRUSRUDWH EHKDYLRU RIWHQ DUJXH WKDW WKH LQWHUHVWV RI
SURYLVLRQV177
VKDUHKROGHUV VHOGRP UDQN ILUVW LQ FRUSRUDWH GHFLVLRQV1 7KH LQWHUHVWV RI RWKHU FRUSRUDWH
VWDNHKROGHUV VXFK DV PDQDJHUV/ HPSOR\HHV/ DQG FXVWRPHUV PD\ UHFHLYH D KLJKHU SULRULW\/
ZKLFK PD\ OHDG WR D SUHIHUHQFH IRU JURZWK HYHQ DW WKH H[SHQVH RI SURILWDELOLW\1 )URP D
FRUSRUDWH ILQDQFH SHUVSHFWLYH WKLV FDQ EH FKDUDFWHUL]HG DV D SULQFLSOH0DJHQW SUREOHP LQ
ZKLFK WKH VKDUHKROGHU SULQFLSOHV ILQG LW GLIILFXOW WR LQGXFH DJHQW PDQDJHUV WR DFW LQ WKHLU
LQWHUHVWV1 7KXV/ LQ -DSDQ/ WKH NH\ LVVXH PD\ EH KRZ WKH PRUDO KD]DUG HIIHFW RI WKH VDIHW\
QHW LQIOXHQFHV PDQDJHULDO EHKDYLRU1 ,I FUHGLWRUV DQG VKDUHKROGHUV GR QRW FRQVWUDLQ
PDQDJHULDO EHKDYLRU/ WKHQ WKH EXUGHQ IDOOV RQ WKH VXSHUYLVRU\ DXWKRULWLHV1 7KH -DSDQHVH
VXSHUYLVRU\ DXWKRULWLHV/ OLNH WKHLU FRXQWHUSDUWV HOVHZKHUH/ KDYH IRXQG WKLV KHDYLHU EXUGHQ
GLIILFXOW WR EHDU1
-DSDQ/ OLNH WKH 86 KDV LPSRVHG WLJKW UHJXODWRU\ UHVWULFWLRQV RQ GLIIHUHQW NLQGV RI
ILQDQFLDO LQVWLWXWLRQV1 1RQHWKHOHVV/ GHVSLWH WKHVH UHVWULFWLRQV/ PDQ\ GLIIHUHQW FDWHJRULHV RI
LQVWLWXWLRQV PDQDJHG WR EXLOG XS KHDY\ H[SRVXUHV WR WKH UHDO HVWDWH VHFWRU1 ,QGHHG/ VRPH
LQVWLWXWLRQV ZHUH SHUPLWWHG WR HQJDJH LQ UHDO HVWDWH OHQGLQJ WR FRPSHQVDWH IRU GHFOLQLQJ
SURILWV LQ WKHLU WUDGLWLRQDO OLQHV RI EXVLQHVV1
74/75 7KLV XQGRXEWHGO\ LQFUHDVHG WKH VXSSO\ RI
FUHGLW WR WKH UHDO HVWDWH VHFWRU DGGLQJ WR WKH XSZDUG SUHVVXUH RQ UHDO HVWDWH SULFHV1
7KH -DSDQHVH VDIHW\ QHW IRU ILQDQFLDO LQVWLWXWLRQV KDV SURYLGHG UHPDUNDEO\
FRPSOHWH SURWHFWLRQ IRU GHSRVLWRUV DQG RWKHU FUHGLWRUV RI EDQNV1 )URP :RUOG :DU ,, XQWLO
YHU\ UHFHQWO\/ WKH -DSDQHVH DXWKRULWLHV KDYH IROORZHG D SROLF\ RI DYRLGLQJ DOO EDQN
74 7KH UROH RI WKH $JULFXOWXUDO &RRSHUDWLYHV LQ WKH MXVHQ GHEDFOH LQGLFDWHV VRPH RI WKH
SHULOV RI UHJXODWRU\ DWWHPSWV WR FRPSHQVDWH IRU WKH GHFOLQLQJ YDOXH RI D WUDGLWLRQDO
IUDQFKLVH E\ EURDGHQLQJ SRZHUV LQWR ZKDW DSSHDUV WR EH D KLJKO\ SURILWDEOH QHZ VHFWRU1
7KH UHDO HVWDWH VHFWRU SURYHG WR EH VXEMHFW WR ULVNV WKDW QHLWKHU PDQDJHUV QRU UHJXODWRUV
KDG H[SHULHQFH HYDOXDWLQJ1
75 8HGD +4<<9/ S1< ,FRQFOXGHV IURP KLV HFRQRPHWULF DQDO\VLV RI WKH SHULRG WKDW ‡EDQNV
WKDW ORVW WUDGLWLRQDO FXVWRPHUV DQG IDFHG KLJKHU FRVWV RI IXQGV LQFUHDVHG UHDO HVWDWH ORDQV1·78
IDLOXUHV1 $V WKH UHDO HVWDWH SUREOHP LQWHQVLILHG/ WKH 54 PDMRU EDQNV +FLW\ EDQNV/ WUXVW
EDQNV/ DQG ORQJ0WHUP FUHGLW EDQNV, ZHUH RIILFLDOO\ GHVLJQDWHG DV WRR ELJ WR EH SHUPLWWHG
WR FDXVH ORVV WR FUHGLWRUV1
76 $OWKRXJK -DSDQ/ OLNH WKH 8QLWHG 6WDWHV KDV IODW UDWH GHSRVLW
LQVXUDQFH/ GHSRVLW LQVXUDQFH KDV SOD\HG D UHODWLYHO\ PLQRU UROH LQ -DSDQ1 7KH PDLQ
PHFKDQLVP IRU SURWHFWLQJ EDQN FUHGLWRUV KDV EHHQ WKH SXUFKDVH DQG DVVXPSWLRQ
RSHUDWLRQV LQ ZKLFK D ODUJH LQVWLWXWLRQ SXUFKDVHV WKH DVVHWV DQG DVVXPHV WKH OLDELOLWLHV RI D
IDOWHULQJ/ VPDOOHU LQVWLWXWLRQ1 7KLV SURFHVV ZDV RIWHQ JXLGHG DGPLQLVWUDWLYHO\ E\ WKH
0LQLVWU\ RI )LQDQFH/ EXW ILQDQFLDO LQIXVLRQV E\ WKH ’HSRVLW ,QVXUDQFH &RUSRUDWLRQ KDYH
RFFXUUHG RQO\ UHFHQWO\ DQG LQIUHTXHQWO\1 7KH UHVXOW ZDV WR UHPRYH DQ\ UHDVRQ IRU
FUHGLWRUV WR PRQLWRU WKH LQVROYHQF\ H[SRVXUH RI WKHLU EDQNV1
7KLV SXW PXFK JUHDWHU SUHVVXUH RQ VXSHUYLVRUV WR PRQLWRU DQG GLVFLSOLQH WKH
LQVROYHQF\ H[SRVXUH RI EDQNV1 -DSDQHVH EDQN VXSHUYLVRUV KDG GLIILFXOWLHV PHHWLQJ WKLV
FKDOOHQJH1 ,QGHHG/ W K H U HK D Y HE H H QU H S R U W V + 2JDZD 4<<8, RI D ‡111ZRHIXOO\ LQDGHTXDWH
VXSSO\ RI WUDLQHG EDQN H[DPLQHUV1·
$IWHU WKH VKRFN WKH -DSDQHVH DXWKRULWLHV SXUVXHG D SROLF\ RI IRUEHDUDQFH1 %DQNV
ZHUH SHUPLWWHG WR FDUU\ RQ ZLWK WKHLU LPSDLUHG FDSLWDO SRVLWLRQV LQ WKH H[SHFWDWLRQ WKDW
WKH\ ZRXOG EH DEOH WR HDUQ WKHLU ZD\ RXW RI WURXEOH/ RU WKDW LQ WLPH/ ULVLQJ DVVHW SULFHV
ZRXOG UHYHUVH XQUHFRJQL]HG ORVVHV1 7KLV LV SUHFLVHO\ WKH SROLF\ SXUVXHG E\ WKH 86
UHJXODWRU\ DXWKRULWLHV GXULQJ WKH 4<;3V1 ,Q WKH 8QLWHG 6WDWHV WKLV SROLF\ SURYHG WR EH YHU\
FRVWO\/ HVSHFLDOO\ LQ GHDOLQJ ZLWK WKH 6)/F U L V L V 1 ,W JDYH PDQ\ LQVWLWXWLRQV DQ RSSRUWXQLW\
767KH PHUJHU EHWZHHQ %DQN RI 7RN\R DQG 0LWVXELVKL UHGXFHG WKH WZHQW\0RQH WR WZHQW\1
7KH FORVXUH RI +RNNDLGR 7DNXVKRNX %DQN RQ 1RYHUPEHU 4:/ 4<<: IXUWKHU UHGXFHG WKH
WRWDO WR QLQHWHHQ1 $OWKRXJK WKH FORVXUH RI WKH WHQWK ODUJHVW FLW\ EDQN TXDOLILHG WKH QRWLRQ
WKDW WKH ODUJHVW EDQNV ZHUH ‡WRR ELJ WR IDLO/· LW DIILUPHG WKH YLHZ WKDW WKH ODUJHVW EDQNV DUH
WRR ELJ WR EH SHUPLWWHG WR FDXVH ORVV WR FUHGLWRUV179
WR SOD\ JR IRU EURNH ZLWK WKH GHSRVLW LQVXUHU¶V IXQGV DQG OHG WR ORVVHV WKDW ZHUH PXFK
KLJKHU WKDQ WKRVH DWWULEXWDEOH WR WKH LQLWLDO VKRFN LWVHOI1 , WD O V RO H GW RI U D X GD Q GE U L E H U \
WKDW GDPDJHG WKH SROLWLFDO V\VWHP1 7R ZKDW H[WHQW ZLOO -DSDQ EH DEOH WR FRQVWUDLQ WKHVH
FRVWV"
7KHUH KDV EHHQ VRPH HYLGHQFH RI JR0IRU0EURNH EHKDYLRU LQ WKH -DSDQHVH
H[SHULHQFH WR GDWH1 7KH PRVW VWULNLQJ H[DPSOH LV WKH FDVH RI WZR FUHGLW FRRSHUDWLYHV LQ
7RN\R/ WKH 7RN\R .\RZD DQG $Q]HQ &UHGLW 8QLRQV1 $ VSHFLDO H[DPLQDWLRQ LQ 4<<6
DOHUWHG WKH DXWKRULWLHV WR VLJQLILFDQW QRQSHUIRUPLQJ ORDQV WKDW ZRXOG UHQGHU WKH
FRRSHUDWLYHV LQVROYHQW1 %XW WKH DXWKRULWLHV GLG QRW FORVH WKH FRRSHUDWLYHV/ RSWLQJ LQVWHDG
IRU D SROLF\ RI IRUEHDUDQFH1 7KH WZR FUHGLW FRRSHUDWLYHV WRRN DGYDQWDJH RI WKLV SROLF\ E\
UDSLGO\ H[SDQGLQJ WKHLU EDODQFH VKHHWV 00 ELGGLQJ IRU GHSRVLWV DW DERYH0PDUNHW LQWHUHVW
UDWHV DQG OHQGLQJ WR KLJK0ULVN SURMHFWV1 0RVW RI WKH QHZ EHWV WXUQHG RXW EDGO\ ZLWK WKH
FRQVHTXHQFH WKDW WKH LQVWLWXWLRQV EHFDPH HYHQ PRUH GHHSO\ LQVROYHQW1
7KHUH KDV DOVR EHHQ HYLGHQFH RI IUDXG1 2QH QRWDEOH H[DPSOH ZDV D UHVWDXUDWHXU LQ
2VDND ZKR EHFDPH/ IRU D EULHI WLPH/ WKH ODUJHVW LQGLYLGXDO VKDUHKROGHU LQ WKH ,QGXVWULDO
%DQN RI -DSDQ RQ WKH EDVLV RI IRUJHG &HUWLILFDWHV RI ’HSRVLW IURP D GHFDSLWDOL]HG
ILQDQFLDO LQVWLWXWLRQ1 7KHVH NLQGV RI HYHQWV KDYH XQGHUPLQHG SXEOLF FRQILGHQFH LQ EDQNV
DQG WKH UHJXODWRU\ V\VWHP1 0RUHRYHU/ WD[SD\HU RXWUDJH DW SD\LQJ ’916 ELOOLRQ WR OLTXLGDWH
VHYHQ MXVHQ KDV FRQVWUDLQHG WKH DELOLW\ RI WKH DXWKRULWLHV WR PRELOL]H SXEOLF IXQGV WR
UHVROYH LQVROYHQW ILQDQFLDO LQVWLWXWLRQV1
$OWKRXJK WKH UHDO HVWDWH ERRP LQ -DSDQ ZDV XQGRXEWHGO\ VHW RII E\ D IXQGDPHQWDO
LQFUHDVH LQ GHPDQG/ LW ZDV VXUHO\ IHG E\ DQ LQFUHDVLQJ VXSSO\ RI FUHGLW IURP -DSDQHVH
ILQDQFLDO LQVWLWXWLRQV1 ’LVDVWHU P\RSLD PD\ KDYH FRQWULEXWHG WR WKH LQFUHDVLQJ7:
YXOQHUDELOLW\ RI EDQNV WR D FROODSVH LQ UHDO HVWDWH SULFHV1 $QG SHUYHUVH LQFHQWLYHV
DSSDUHQWO\ GHWHUUHG FUHGLWRUV DQG UHJXODWRUV IURP UHVWUDLQLQJ WKH JURZLQJ YXOQHUDELOLW\ WR
D UHDO HVWDWH VKRFN1 1RZ/ HLJKW \HDUV DIWHU WKH UHDO HVWDWH PDUNHW SHDNHG/ WKH -DSDQHVH
ILQDQFLDO V\VWHP LV VWLOO HQFXPEHUHG E\ PDVVLYH ORVVHV RQ UHDO0HVWDWH0UHODWHG ORDQV1
:KDWHYHU WKH XOWLPDWH EXGJHWDU\ FRVW RI WKH QHFHVVDU\ UHVWUXFWXULQJ/ XQGRXEWHGO\ WKH
PRVW VHULRXV FRVW KDV EHHQ WKH VOXJJLVK SHUIRUPDQFH RI WKH -DSDQHVH HFRQRP\ WKLV
GHFDGH1 %DQNV ZHDNHQHG E\ UHDO0HVWDWH0UHODWHG ORVVHV DUH VWLOO WU\LQJ WR UHEXLOG WKHLU
FDSLWDO DQG KDYH EHHQ XQDEOH WR ILQDQFH D UHFRYHU\ IURP WKH UHFHVVLRQ1
91 7KH &DVH RI &RPPHUFLDO 5HDO (VWDWH /HQGLQJ LQ %RVWRQ
:LWK WKH RQJRLQJ VKLIW WR D VHUYLFH HFRQRP\ DQG WKH UHFRYHU\ IURP WKH 4<;4–;5
UHFHVVLRQ/ PRVW 8161 PHWURSROLWDQ PDUNHWV H[SHULHQFHG VKDUS RIILFH VHFWRU HPSOR\PHQW
JDLQV DQG VXEVHTXHQW ERRP0EXVW F\FOHV LQ FRPPHUFLDO UHDO HVWDWH1 %RVWRQ LV D FDVH LQ
SRLQW/ DQG WKLV VHFWLRQ GLVFXVVHV %RVWRQ¶V FROODSVH RI FRPPHUFLDO UHDO HVWDWH LQ 4<<5/ LQ
WKH FRQWH[W RI QDWLRQDO HFRQRPLF DQG UHJXODWRU\ WUHQGV1 ’XULQJ WKH SHULRG IURP 4<:: WR
4<<3/ WKH %RVWRQ HFRQRP\ H[SHULHQFHG VWURQJ HFRQRPLF JURZWK> LQ SDUWLFXODU/ RIILFH
HPSOR\PHQW +LQ ILQDQFH/ LQVXUDQFH/ DQG UHDO HVWDWH >),5(@, JUHZ DW D UDSLG DYHUDJH
DQQXDO UDWH RI 61< SHUFHQW/ DV PHDVXUHG E\ WKH %XUHDX RI /DERU 6WDWLVWLFV1 ’HPDQG IRU
RIILFH VSDFH/+ QHW DEVRUSWLRQ/ DV PHDVXUHG E\ 5(,6 5HSRUWV
77, DOVR LQFUHDVHG/ DV VKRZQ
LQ ILJXUH :1 7KH JURZWK LQ GHPDQG OHG WR DQ LQFUHDVH LQ UHQWV/ DVVHW SULFHV DQG/ ZLWK D ODJ/
77 7KH 5(,6 5HSRUWV/ ,QF1/ E D V H GL Q1 H Z< R U N /JDWKHUV GDWD E\ SKRQH VXUYH\ DW WKH
LQGLYLGXDO EXLOGLQJ OHYHO RQ RIILFH PDUNHWV LQ PDMRU PHWURSROLWDQ DUHDV +06$V, LQ WKH
8QLWHG 6WDWHV1 .H\ GDWD LWHPV FROOHFWHG LQFOXGH JURVV DQG QHW VL]H RI EXLOGLQJ/ DYDLODEOH
VSDFH/ DYHUDJH DVNLQJ UHQWV/ DQG YDFDQF\ UDWHV1 ’HPDQG LV PHDVXUHG DV QHW DEVRUSWLRQ
DQG VXSSO\ LV PHDVXUHG DV FRPSOHWLRQV/ ERWK LQ VTXDUH IHHW/ IRU WKH %RVWRQ 06$17;
VXSSO\ +PHDVXUHG DV FRPSOHWLRQV,1 %HJLQQLQJ IURP DQ LQGH[ YDOXH RI 445 LQ 4<::/
LQIODWLRQ DGMXVWHG FRPPHUFLDO UHDO HVWDWH DVVHW SULFHV LQFUHDVHG VKDUSO\/ UHDFKLQJ D KLJK
RI 47< LQ 4<;5 DQG GURSSLQJ WR :3 LQ 4<;</ DV PHDVXUHG E\ WKH 1&5(,) FDSLWDO PDUNHW
LQGH[ IRU %RVWRQ +VHH ILJXUH ;,1
78 $V PHDVXUHG E\ 5(,6 5HSRUWV/ UHQWV DGMXVWHG IRU
LQIODWLRQ DOVR LQFUHDVHG LQ WKLV SHULRG DOWKRXJK QRW DV GUDPDWLFDOO\ DV DVVHW SULFHV +VHH
ILJXUH <,1
$IWHU WKH HDUO\ 4<;3V/ VXSSO\ LQFUHDVHG LQ UHVSRQVH WR WKH UHQW DQG SULFH VSLNHV
UDWKHU WKDQ WR GHPDQG1 7KLV LV UHIOHFWHG LQ ULVLQJ YDFDQF\ UDWHV EHWZHHQ 4<;3 DQG 4<<3
WKDW/ DIWHU WKH HDUO\ 4<;3VJ U R Z W KL QG H P D Q G /UHPDLQHG DERYH 43 SHUFHQW WKURXJKRXW WKH
GHFDGH DQG UHDFKHG D KLJK RI 4:18 SHUFHQW LQ 4<<3/ DFFRUGLQJ WR &% &RPPHUFLDO +4<<:,1
6HH ILJXUH 431
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7KH YDFDQF\ UDWH LQFUHDVH RI 4<<3 RFFXUUHG LQ SDUW GXH WR VORZLQJ HPSOR\PHQW
JURZWK DQG DEVRUSWLRQ1 +RZHYHU/ WKH KLJK UDWH RI YDFDQF\ ZDV DOVR GXH WR VXSSO\
GHFLVLRQV PDGH WKUHH \HDUV HDUOLHU/ LQ 4<;:/ LQ D PDUNHW WKDW ZDV RYHUVXSSOLHG/ DV
HYLGHQFHG E\ KLJK YDFDQF\ UDWHV RI RYHU 43 SHUFHQW1 7KHUH ZDV OLWWOH UHDVRQ WR H[SHFW
DFFHOHUDWLRQ LQ GHPDQG JURZWK WR MXVWLI\ WKH KLJK SDFH RI VWDUWV LQ 4<;:1 5DWKHU/ DQ
LQFUHDVH LQ IXWXUH YDFDQF\ UDWHV FRXOG KDYH EHHQ HDVLO\ DQWLFLSDWHG/ EDVHG RQ WKH H[LVWLQJ
SLSHOLQH RI VXSSO\ DQG UHDOLVWLF H[SHFWDWLRQV RI GHPDQG JURZWK1 ,I HVWLPDWHG IXWXUH
78 7KH 1&5(,) 3URSHUW\ ,QGH[ LV FRQVWUXFWHG E\ WKH 1DWLRQDO &RXQFLO RI 5HDO (VWDWH
,QYHVWPHQW )LGXFLDULHV1 7KLV ,QGH[ LV VHW DW 433 IRU WKH IRXUWK TXDUWHU RI 4<::1 7KH
XQLYHUVH RI SURSHUWLHV LQFOXGHV WKRVH KHOG RQ EHKDOI RI WD[ H[HPSW LQVWLWXWLRQV DQG KHOG LQ
D ILGXFLDU\ HQYLURQPHQW1 0DUNHW YDOXH LV GHWHUPLQHG E\ UHDO HVWDWH DSSUDLVDO1 7KH
1&5(,) FDSLWDO PDUNHW LQGH[ IRU %RVWRQ ZDV FRQVWUXFWHG E\ 1&5(,) IRU WKLV UHVHDUFK/
XVLQJ WKH PHWKRGRORJ\ GHVFULEHG LQ 1&5(,) 3URSHUW\ ,QGH[ ’HWDLOHG 4XDUWHUO\
3HUIRUPDQFH 5HSRUW17<
JURZWK UDWHV LQ GHPDQG
7: KDG EHHQ FDOFXODWHG EDVHG RQ WKH KLVWRULFDO DEVRUSWLRQ SDFH
IURP 4<;3 WR 4<;:/ IXWXUH DEVRUSWLRQ ZRXOG KDYH EHHQ HVWLPDWHG DW 718 PLOOLRQ VTXDUH
IHHW SHU \HDU1 7KLV HVWLPDWH ZRXOG KDYH EHHQ OHVV WKDQ WKH SLSHOLQH RI IXWXUH VXSSO\/
ZKLFK UHVXOWHG LQ FRPSOHWLRQV JURZLQJ DW D UDWH RI 818 PLOOLRQ VTXDUH IHHW SHU \HDU +IURP
4<;: WR 4<;<,1 (VWLPDWHV RI RIILFH GHPDQG EDVHG RQ KLVWRULFDO DEVRUSWLRQ UDWHV DQG WKH
DFWXDO VXSSO\ SLSHOLQH REVHUYDEOH LQ 4<;: ZRXOG KDYH LQGLFDWHG D JURZLQJ YDFDQF\ UDWH
IURP DQ DOUHDG\ KLJK OHYHO1 7KH GLIILFXOW TXHVWLRQ WKDW QHHGV WR EH DGGUHVVHG LV ZK\
FRPPHUFLDO RIILFH EXLOGLQJV ZHUH EHLQJ GHYHORSHG DW VXFK D UDSLG SDFH/ JLYHQ KLJK DQG
ULVLQJ YDFDQF\ UDWHV1
&RQVWUXFWLRQ ODJV SOD\HG D UROH LQ WKH H[FHVV VXSSO\ RI WKH ODWH 4<;3V1 %HFDXVH RI
ODJV/ SULFH DQG UHQW VSLNHV GXH WR WKH H[RJHQRXV GHPDQG VKRFN RI WKH HDUO\ 4<;3V
GHFUHDVHG RQO\ DIWHU WKH LQFUHDVH LQ WKH SDFH RI GHYHORSPHQW WKDW UHVXOWHG LQ QHZ
FRPSOHWLRQV1 1HYHUWKHOHVV E\ WKH PLG 4<;3V/ UHDO UHQWV ZHUH GHFUHDVLQJ/ IRVWHULQJ
GHPDQG1 %XW WKH ODJV DOVR VRPHZKDW LPSDLUHG LQGLFDWRUV RI VXSSO\ SURYLGHG E\
YDFDQFLHV1 ,Q %RVWRQ/ KRZHYHU/ ZKHUH KLJK YDFDQF\ UDWHV DOUHDG\ VLJQDOHG PRUH WKDQ
DGHTXDWH VXSSO\ LQ WKH PLG WR ODWH 4<;3V/ VXSSO\ FRQWLQXHG WR DFFHOHUDWH1
7; %XW DV
79 &RPPHUFLDO UHDO HVWDWH YDFDQF\ UDWH LQIRUPDWLRQ LV QRW VWDQGDUGL]HG DQG YDULHV DFURVV
GDWD VRXUFHV/ ZKLFK DUH XVXDOO\ EURNHUDJH ILUPV1 +RZHYHU/ DOO WKH PDMRU EURNHUDJH ILUPV
ZHUH UHSRUWLQJ KLJK DQG LQFUHDVLQJ YDFDQF\ UDWHV LQ WKH PLG WR ODWH 4<;3V1
7: ,QGHHG/ WKH HFRQRPLF H[SDQVLRQ ZDV LQ LWV ODVW VWDJHV/ DQG GHPDQG JURZWK ZDV
H[SHFWHG WR VORZ1
7; 2I FRXUVH/ ZLWK D GHFOLQH LQ UHQWV/ GHPDQG ZRXOG LQFUHDVH/ SHUKDSV MXVWLI\LQJ WKH
LQFUHDVH LQ VXSSO\1 7KXV ZKHWKHU VXSSO\ LV DGHTXDWH UHODWLYH WR HPSOR\PHQW JHQHUDWHG
GHPDQG IRU VSDFH/ GHSHQGV RQ UHQW OHYHOV1 $ GHFUHDVH LQ WKH FRVW RI FDSLWDO ZLOO EH
UHIOHFWHG LQ ORZHU UHQWV/ ZKLFK ZLOO LQFUHDVH WKH GHPDQG IRU RFFXSLHG VSDFH1 &DSLWDO FRVWV
IRU UHDO HVWDWH GHYHORSPHQW +UHODWLYH WR WUHDVXU\ VHFXULWLHV, GHFUHDVHG LQ WKH PLG04<;3V1
7KH UHOHYDQW TXHVWLRQ LV ZKHWKHU WKLV UHODWLYH GHFUHDVH LQ FDSLWDO FRVWV DQG UHTXLUHG UDWH RI
UHWXUQ ZDV VXVWDLQDEOH1 6LQFH WKHUH ZDV QR GHFUHDVH LQ WKH ULVN RI UHDO HVWDWH LQ WKLV SHULRG
+RU VKLIW LQ WD[ WUHDWPHQW WKDW ZRXOG GHFUHDVH WKH UHTXLUHG UDWH RI UHWXUQ,/ WKH H[SODQDWLRQ83
LPSRUWDQW DV FRQVWUXFWLRQ ODJV DUH OLNHO\ WR KDYH EHHQ LQ H[DFHUEDWLQJ WKH F\FOH LQ %RVWRQ/
WKH\ GR QRW DSSHDU WR KDYH EHHQ WKH VROH FDXVH1 5DWKHU WKH H[SODQDWLRQ PXVW OLH LQ SDUW LQ
EDQNV¶ OHQGLQJ GHFLVLRQV/ ZKLFK GR QRW DSSHDU WR KDYH EHHQ IRUZDUG ORRNLQJ1 ,Q WKLV/
KRZHYHU/ WKH\ ZHUH QRW RXW RI OLQH ZLWK WKH UHVW RI WKH FRXQWU\1
$IWHU 4<<3/ WKH %RVWRQ FRPPHUFLDO UHDO HVWDWH PDUNHW¶V RYHUVXSSO\ UDSLGO\
ZRUVHQHG/ ZLWK WKH RQVHW RI WKH 4<<4 UHFHVVLRQ LQ WKH 8161 HFRQRP\1
7< 7KH UHFHVVLRQ
GHHSHQHG WKH GHFOLQH LQ WKH PDUNHW/1 9DFDQF\ UDWHV UHDFKHG D SHDN RI 4<16 SHUFHQW LQ
4<<51
83 3ULFHV IHOO UDSLGO\ LQ 4<<4 DQG KLW ERWWRP LQ 4<<51 7KH ODUJH LQYHQWRU\ RI
XQRFFXSLHG VSDFH LQ 4<<3 FRXSOHG ZLWK WKH 816 HFRQRP\ HQWHULQJ D UHFHVVLRQ SKDVH LQ
4<<4 OHG WR WKH ZRUVW FRPPHUFLDO UHDO HVWDWH FUDVK LQ %RVWRQ¶V KLVWRU\1
7KH FRPPHUFLDO RIILFH PDUNHW RYHUEXLOGLQJ RI WKH 4<;3V ZDV QRW XQLTXH WR
%RVWRQ/ DV VHHQ LQ WDEOH 41 ,Q 4<<3/ YDFDQF\ UDWHV ZHUH 47 SHUFHQW RU KLJKHU LQ 55 RXW RI
56 8161 PDUNHWV IRU ZKLFK WKHUH LV GDWD1 ,Q 4<<5/ DJJUHJDWH 8161 RIILFH EXLOGLQJ YDFDQFLHV
UHDFKHG D SHDN DW 5318 SHUFHQW1 $V RI 4<<;/ WKH FRPPHUFLDO RIILFH PDUNHW LQ WKH 8QLWHG
6WDWHV KDG QRW \HW IXOO\ UHFRYHUHG/ DV YDFDQF\ UDWHV VWLOO H[FHHGHG 45 SHUFHQW1 %HFDXVH
YDOXHV UHPDLQ GHSUHVVHG/ HVSHFLDOO\ LQ WKH FRPPHUFLDO VHFWRU/ HYHQ ZLWK WKH LQFUHGLEOH
JURZWK RI VHFXULWL]DWLRQ DQG FRPPHUFLDO PRUWJDJH EDFNHG VHFXULWLHV LQ WKH 8161 PDUNHW/
PXVW EH WKDW FDSLWDO FRVW GHFOLQHV ZHUH SUHGLFDWHG RQ FRQWLQXLQJ UHQW DQG SULFH LQFUHDVHV/
ZKLFK/ RI FRXUVH/ ZHUH LQFRQVLVWHQW ZLWK WKH H[SHFWHG LQFUHDVHV LQ VXSSO\1
7< 7KH GRZQWXUQ LQ WKH 8161 HFRQRP\ EHJDQ ZLWK D GHFOLQH LQ *’3 LQ WKH VHFRQG KDOI RI
4<<3 WKDW FRQWLQXHG WKURXJK WKH ILUVW TXDUWHU RI 4<<41 8QHPSOR\PHQW/ ZKLFK ZDV 9
SHUFHQW LQ 4<<3/ SHDNHG DW ; SHUFHQW LQ 4<<5 +8161 &RPPHUFH ’HSDUWPHQW/ %XUHDX RI
/DERU 6WDWLVWLFV,1
83 9DFDQF\ UDWHV SHDNHG HDUOLHU LQ RLO DQG JDV SURGXFLQJ UHJLRQV/ IRU H[DPSOH +RXVWRQ LQ
4<<81 6HH *RHW]PDQQ DQG :DFKWHU +4<<8, IRU HYLGHQFH RI JHRJUDSKLF FOXVWHULQJ RI
YDFDQF\ UDWHV LQ 54 8161 PDUNHWV184
FDSLWDO IORZV WR UHDO HVWDWH/ ZKHQ DGMXVWHG IRU LQIODWLRQ UHPDLQHG RQO\ 93 SHUFHQW RI WKHLU
SHDN LQ 4<;:1
7R DQDO\]H WKH UROH RI ILQDQFLDO LQVWLWXWLRQV LQ WKH RYHUEXLOGLQJ HSLVRGH/ LW LV
KHOSIXO WR WUDFN GHEW DQG HTXLW\ IORZV LQWR 8161 FRPPHUFLDO UHDO HVWDWH PDUNHWV DV D
ZKROH1
84 %HWZHHQ 4<;3 DQG 4<<3/ WKH JURZWK LQ UHDO HVWDWH FDSLWDO SURYLGHG ZDV YDVWO\ LQ
H[FHVV RI HFRQRPLF JURZWK/ DV PHDVXUHG E\ *’31 %HWZHHQ 4<;5 DQG 4<;6 WKH QRPLQDO
UDWH RI JURZWK RI FDSLWDO IORZV LQWR UHDO HVWDWH ZDV 4719 SHUFHQW YHUVXV DQ 441; SHUFHQW
QRPLQDO JURZWK UDWH IRU WKH *’31 ’XULQJ WKH SHULRG 4<;6–;;/ WKH DYHUDJH DQQXDO JURZWK
UDWH RI UHDO HVWDWH OHQGLQJ ZDV 4814 SHUFHQW SHU \HDU FRPSDUHG WR D :18 SHUFHQW DYHUDJH
QRPLQDO UDWH RI JURZWK IRU WKH HFRQRP\1 ,Q RWKHU ZRUGV/ LI JURZWK LQ *’3 LV XVHG DV DQ
DSSUR[LPDWH PHDVXUH RI JURZWK LQ GHPDQG IRU FDSLWDO/ LQ HDFK \HDU IURP 4<;5 WR 4<;;/
8161 FRPPHUFLDO UHDO HVWDWH UHFHLYHG H[FHVV FDSLWDO IORZV RI DSSUR[LPDWHO\ ; SHUFHQW1
85
7KH :KDUWRQ 5HDO (VWDWH ,QGH[/ FRQVWUXFWHG WR PHDVXUH WKH H[WHQW RI H[FHVV FDSLWDO IORZV
LQWR 8161 F R P P H U F L D OU H D OH V W D W HD Q GV H WH T X D OW R433 LQ 4<;3 ZKHQ VXSSO\ DQG GHPDQG
IRU FRPPHUFLDO UHDO HVWDWH ZHUH URXJKO\ LQ EDODQFH/ SHDNV LQ 4<<3 DW 483/ LQGLFDWLQJ D 83
SHUFHQW H[FHVV VXSSO\ RI FDSLWDO1
847KH :KDUWRQ 5HDO (VWDWH ,QGH[ +:5(,, PHDVXUHV WKH H[WHQW RI H[FHVV FDSLWDO IORZV/
VWDUWLQJ IURP D SRVLWLRQ RI EDODQFH LQ 4<;3/ LQ 8161 UHDO HVWDWH PDUNHWV +6HH $PEURVH/
/LQQHPDQ/ DQG :DFKWHU +4<<:, IRU D IXOO GHVFULSWLRQ,1 (VWLPDWHV RI WKH GHEW FRPPLWWHG WR
FRPPHUFLDO UHDO HVWDWH DUH GHULYHG IRUP WKH )HGHUDO 5HVHUYH %XOOHWLQ/ WDEOH 418<1 8VLQJ
JURZWK LQ *’3 WR PHDVXUH JURZWK LQ GHPDQG IRU FDSLWDO/ QRPLQDO QHZ FDSLWDO IORZV WR
UHDO HVWDWH XQGHU JHQHUDO FLUFXPVWDQFHV/ VKRXOG DSSUR[LPDWHO\ HTXDO WKH QRPLQDO *’3
JURZWK UDWH/ LI WKH UHDO HVWDWH PDUNHW LV WR UHPDLQ EDODQFHG1 7R LOOXVWUDWH/ VWDUWLQJ IURP D
SRVLWLRQ RI PDUNHW EDODQFH +:5(,   433,/ LI WKH MXVWLILDEOH FDSLWDO GHPDQG ULVHV 8 SHUFHQW
GXH WR HFRQRPLF JURZWK ZKLOH WKH VXSSO\ RI FDSLWDO DOVR H[SDQGV 8 SHUFHQW/ WKHQ WKH
PDUNHW UHPDLQV LQ EDODQFH +:5(,   4382438   433,1 $OWHUQDWLYHO\/ LI WKH VXSSO\ RI
FDSLWDO LQFUHDVHV 43 SHUFHQW ZKLOH HFRQRPLFDOO\ MXVWLILDEOH GHPDQG RQO\ JURZV 8 SHUFHQW/
WKH PDUNHW ZLOO KDYH 71: SHUFHQW H[FHVV FDSLWDO/ LQGLFDWHG E\ DQ LQGH[ YDOXH RI 438185
7KH VRXUFHV RI FDSLWDO IORZV WR 8161 UHDO HVWDWH PDUNHW LQ WKLV SHULRG DUH H[KLELWHG
LQ WDEOH 51 $V YDFDQFLHV SHDNHG LQ WKH ODWWHU KDOI RI WKH 4<;3V WKURXJKRXW WKH 8QLWHG
6WDWHV/ WKH VKDUH RI FDSLWDO IURP 5(,7V DQG V\QGLFDWHV GHFOLQHG1 )XQGLQJ IURP SHQVLRQ
IXQGV DQG IRUHLJQ LQYHVWPHQW LQ 8161 UHDO HVWDWH LQFUHDVHG/ EXW ZHUH LQVLJQLILFDQW LQ
UHODWLRQ WR RYHUDOO FDSLWDO IORZV XQWLO 4<;<1 7KXV/ QHLWKHU IRUHLJQ LQYHVWPHQW QRU SHQVLRQ
IXQGV ZHUH NH\ WR WKH RYHUVXSSO\ RI FDSLWDO WR 8161 UHDO HVWDWH PDUNHWV LQ WKH \HDUV 4<;9
WR 4<;<1 5DWKHU/ WKH FULWLFDO IDFWRU ZDV ORDQ JURZWK1
$V GRFXPHQWHG E\ /LWDQ +4<<5,/ FRPPHUFLDO EDQNV LQ WKH 8QLWHG 6WDWHV LQFUHDVHG
WKHLU OHQGLQJ WR UHDO HVWDWH WKURXJKRXW WKH 4<;3V/ DV D VKDUH RI WKHLU DVVHWV> EXW PRUH
LPSRUWDQWO\/ FRPPHUFLDO EDQN OHQGLQJ DFFHOHUDWHG LQ WKH ODWWHU KDOI RI WKH GHFDGH/ ZKHQ
RWKHU FDSLWDO VRXUFHV ZHUH ZLWKGUDZLQJ IURP WKH PDUNHW1 0RUHRYHU/ XQGHUZULWLQJ
SUDFWLFHV ZHUH VXEVWDQWLDOO\ OLEHUDOL]HG RYHU WKLV SHULRG1 $W WKH EHJLQQLQJ RI WKH 4<;3V/
WKH W\SLFDO EDQN GLG QRW ILQDQFH XQLPSURYHG ODQG1 1RU GLG EDQNV ILQDQFH GHYHORSPHQW/
XQOHVV WKH GHYHORSHU KDG D FRPPLWPHQW IRU SHUPDQHQW ILQDQFLQJ> LQ DGGLWLRQ/ GHYHORSHUV
ZHUH UHTXLUHG WR LQYHVW DW OHDVW 63 SHUFHQW RI WKH GHYHORSPHQW YDOXH1 %\ 4<<3/ ODQG ORDQV
ZHUH FRPPRQ/ FRQVWUXFWLRQ ORDQV ZHUH SURYLGHG ZLWKRXW FRPPLWPHQWV IURP RWKHU
VRXUFHV IRU ORQJHU WHUP ILQDQFLQJ DQG ORDQ0WR0YDOXH UDWLRV H[FHHGHG <3 SHUFHQW/ ULVLQJ WR
QHDUO\ 433 SHUFHQW LQ VRPH FDVHV/ DFFRUGLQJ WR /LWDQ1 7KXV FRPPHUFLDO EDQN OHQGLQJ ZDV
FHQWUDO WR WKH LQFUHDVH LQ OHQGLQJ WKDW UHVXOWHG LQ WKH RYHUVXSSO\ RI FRPPHUFLDO RIILFH
EXLOGLQJV LQ WKH 4<;3V LQ WKH 8QLWHG 6WDWHV1
:K\ ZHUH EDQNV ZLOOLQJ WR DVVXPH VXFK ODUJH H[SRVXUHV WR FRPPHUFLDO UHDO HVWDWH
OHQGLQJ" &RPPHUFLDO UHDO HVWDWH OHQGLQJ DSSHDUHG WR EH HVSHFLDOO\ SURILWDEOH ZLWK ODUJH
85 (YHQ LI QR HTXLW\ ZDV LQMHFWHG LQWR WKH V\VWHP GXULQJ WKLV SHULRG/ H[FHVV FDSLWDO IORZV86
VSUHDGV RYHU WKH FRVW RI IXQGV DQG VXEVWDQWLDO IHHV1 7 K HS U D F W L F HR IQRW DPRUWL]LQJ IHHV
RYHU WKH OLIH RI WKH ORDQ DQG QRW UHVHUYLQJ DJDLQVW WKH SRVVLELOLW\ RI ORVV VHUYHG WR
H[DJJHUDWH WKH SURILWDELOLW\ RI WKLV OLQH RI EXVLQHVV1 7KLV PLVOHDGLQJ YLHZ RI WKH
SURILWDELOLW\ RI FRPPHUFLDO UHDO HVWDWH OHQGLQJ PD\ KDYH FRQWULEXWHG WR GLVDVWHU P\RSLD1
/LWDQ +4<<5, VDZ HYLGHQFH RI KHUG EHKDYLRU DV OHQGHUV MRLQHG WKH VWDPSHGH/ KRSLQJ WKDW
WKH ERRP ZRXOG ODVW IRUHYHU1
0DLVHO +4<<5/ S1 566, REVHUYHG ‡WKH DPD]LQJ DVSHFW RI EDQNV¶ UDSLG ORDQ
H[SDQVLRQ LV WKDW LW WRRN SODFH DIWHU 4<;8/ ZKHQ WKH ODUJH ORVVHV VXIIHUHG E\ VDYLQJV DQG
ORDQ LQVWLWXWLRQV ZHUH ZHOO UHFRJQL]HG1 &OHDUO\ PDQ\ EDQNHUV WKRXJKW WKH\ ZHUH EHLQJ
FDXWLRXV DQG PDNLQJ RQO\ VRXQG ORDQV1 7KH\ ZHUH DZDUH RI WKH GDQJHUV/ EXW IDLOHG WR
IRUHFDVW WKHP DFFXUDWHO\1· %DQNV PD\ ZHOO KDYH WKRXJKW WKDW WKH H[SHULHQFH RI WKH WKULIW
LQVWLWXWLRQV ZDV LUUHOHYDQW WR WKHP EHFDXVH WKH WKULIW GLVDVWHUV FRXOG EH H[SODLQHG E\
UHJLRQDO GLVORFDWLRQV LQ WKH 6RXWKZHVW DQG WKH QRWRULRXVO\ OD[ UHJXODWLRQ DQG VXSHUYLVLRQ
RI WKH LQGXVWU\1 0RUHRYHU/ PRVW RI WKH EDQNHUV ZKR KDG OLYHG WKURXJK WKH IDOO LQ UHDO
HVWDWH SULFHV LQ WKH HDUO\ 4<:3V ZHUH QR ORQJHU PDNLQJ UHDO HVWDWH ORDQV1 7 K HU L V HL Q
FRPPHUFLDO UHDO HVWDWH YDOXHV VLQFH WKDW WLPH +VHH ILJXUH ;, PD\ KDYH OHG WKHLU VXFFHVVRUV
WR EHOLHYH WKDW WKH\ ZHUH LQ D QHZ HUD DQG FRQWULEXWHG WR GLVDVWHU P\RSLD1
0RUDO KD]DUG XQGRXEWHGO\ DOVR SOD\HG D VLJQLILFDQW UROH1 8161 EDQNV/ OLNH WKHLU
FRXQWHUSDUWV LQ -DSDQ DQG 6ZHGHQ/ ZHUH IDFLQJ LQWHQVLILHG FRPSHWLWLRQ IURP QRQEDQN
ILQDQFLDO LQWHUPHGLDULHV/ IRUHLJQ EDQNV/ DQG WKH FDSLWDO PDUNHWV WKDW HURGHG WKHLU IUDQFKLVH
YDOXHV1 0RUHRYHU/ WKHLU FDSLWDO SRVLWLRQV KDG EHHQ VHYHUHO\ ZHDNHQHG E\ WKH UHFHVVLRQ RI
WKH HDUO\ 4<;3V DQG WKH GHEW FULVLV LQ GHYHORSLQJ FRXQWULHV1 :LWK GHSOHWHG FDSLWDO
ZHUH QHDUO\ 83 SHUFHQW E\ 4<;</ DIWHU EHLQJ LQ URXJK HTXLOLEULXP RQO\ QLQH \HDUV HDUOLHU87
SRVLWLRQV DQG FRQVHTXHQWO\ LQFUHDVHG HIIHFWLYH OHYHUDJH/ VKDUHKROGHUV ZHUH OLNHO\ WR KDYH
EHHQ PRUH ZLOOLQJ WR DVVXPH JUHDWHU FRQFHQWUDWLRQV RI ULVN/ DQG FRPPHUFLDO UHDO HVWDWH
OHQGLQJ PD\ KDYH VHHPHG DQ HVSHFLDOO\ SURILWDEOH ZD\ WR GR VR1 $V LQ RWKHU FRXQWULHV/
FUHGLWRUV/ ZKR EHOLHYHG WKH\ ZRXOG EH SURWHFWHG E\ WKH VDIHW\ QHW/ ODFNHG LQFHQWLYH WR
GLVFLSOLQH JUHDWHU ULVN WDNLQJ E\ WKH EDQNV1
86
:K\ GLGQ¶W VXSHUYLVRUV SUHYHQW WKH EXLOGXS RI H[SRVXUHV WR FRPPHUFLDO UHDO
HVWDWH" 7KH\ WRR PD\ KDYH EHHQ PLVOHG E\ WKH ZD\ LQ ZKLFK SURILWV ZHUH PHDVXUHG DQG
JHQHUDOO\ SOHDVHG WR VHH EDQNV HQKDQFH WKHLU SURILWDELOLW\ VR WKDW WKH\ FRXOG UHEXLOG WKHLU
FDSLWDO SRVLWLRQV1 ,W LV DOVR SODXVLEOH WKDW WKH\/ OLNH WKH EDQNHUV WKH\ VXSHUYLVHG/ ZHUH
VXEMHFW WR GLVDVWHU P\RSLD1 ,QGHHG/ WKRVH VXSHUYLVRUV ZKR ZHUH KRPHRZQHUV ZHUH
EHQHILWLQJ IURP D FRQFRPLWDQW ULVH LQ UHVLGHQWLDO UHDO HVWDWH YDOXHV/ ZKLFK WKH\
XQGRXEWHGO\ KRSHG ZRXOG FRQWLQXH1
/LEHUDOL]DWLRQ RI UHJXODWLRQ DOVR FRQWULEXWHG WR WKH ERRP1 &RQJUHVV UHOD[HG
UHVWULFWLRQV RQ ORDQ0WR0YDOXH UDWLRV JRYHUQLQJ WKH UHDO HVWDWH OHQGLQJ RI QDWLRQDO EDQNV DV
SDUW RI WKH *DUQ06W1 *HUPDLQH $FW RI 4<;5/ ZKLFK OLEHUDOL]HG EDQN UHJXODWLRQV LQ VRPH
UHVSHFWV1 ,Q DGGLWLRQ/ WKULIWV ZHUH DOORZHG LQWR FRPPHUFLDO UHDO HVWDWH ILQDQFH IRU WKH ILUVW
WLPH/ DW WKH EHJLQQLQJ RI WKH 4<;3V/ ZLWK WKH SDVVDJH RI WKH ’HSRVLWRU\ ,QVWLWXWLRQV
’HUHJXODWLRQV DQG 0RQHWDU\ &RQWURO $FW RI 4<;3/ WKXV LQFUHDVLQJ WKH QXPEHU RI
LQVWLWXWLRQV FRPSHWLQJ LQ WKH FRPPHUFLDO UHDO HVWDWH PDUNHW1
86 /LWDQ +4<<5, FDXWLRQV WKDW PRUDO KD]DUG LV QRW WKH FRPSOHWH VWRU\1 $OWKRXJK WKULIW
LQVWLWXWLRQV WKDW ZHUH LQVROYHQW DFFRUGLQJ WR JHQHUDOO\ DFFHSWHG DFFRXQWLQJ SULQFLSOHV
+*$$3, FRQVLVWHQWO\ KDG WKH KLJKHVW FRQFHQWUDWLRQV RI H[SRVXUH WR FRPPHUFLDO UHDO
HVWDWH/ WKH SDWWHUQ DPRQJ EDQNV ZDV OHVV FOHDU†SHUKDSV EHFDXVH *$$3 LQVROYHQW EDQNV
ZHUH QRW SHUPLWWHG WR FRQWLQXH RSHUDWLRQ188
7KHVH SROLFLHV ZHUH UHYHUVHG DW WKH HQG RI WKH 4<;3V DIWHU WKH GLVDVWURXV
H[SHULHQFH RI WKH WKULIW LQVWLWXWLRQV ZLWK FRPPHUFLDO UHDO HVWDWH OHQGLQJ1 ’LVDVWHU P\RSLD
WXUQHG WR GLVDVWHU PDJQLILFDWLRQ1 8QGHU WKH )LQDQFLDO ,QVWLWXWLRQV 5HIRUP/ 5HFRYHU\/ DQG
(QIRUFHPHQW $FW +),55($,/ D G R S W H GL Q$ X J X V W / 4<;</ OHQGLQJ E\ WKULIWV ZDV HIIHFWLYHO\
FXUWDLOHG ZLWK UHJXODWLRQV WKDW OLPLWHG ORDQV WR RQH ERUURZHU WR QR PRUH WKDQ 48 SHUFHQW
RI FDSLWDO UDWKHU WKDQ WKH SUHYLRXV UHPDUNDEO\ KLJK 433 SHUFHQW RI FDSLWDO1 /LWDQ DOVR
QRWHV WKDW LQ 4<<3/ WKH &RPSWUROOHU RI WKH &XUUHQF\/ WKH )HGHUDO ’HSRVLW ,QVXUDQFH
&RUSRUDWLRQ/ DQG WKH )HGHUDO 5HVHUYH %RDUG DGRSWHG QHZ JXLGHOLQHV WKDW PDQGDWHG
DGGLWLRQV WR UHVHUYHV ZKHUH WKHUH ZDV HYLGHQFH RI UHDO HVWDWH YDOXH GHFOLQHV1 %DQNV ZHUH
UHTXLUHG/ DFFRUGLQJ WR WKH QHZ UHJXODWLRQV/ WR HVWDEOLVK UHVHUYHV DJDLQVW ORDQV ZKHQ YDOXH
RI WKH UHDO HVWDWH FROODWHUDO +DV PHDVXUHG E\ UHFHQW SULFHV IRU FRPSDUDEOH SURSHUWLHV RU
FDSLWDOL]DWLRQ RI FDVK IORZV, KDG GHFOLQHG VR IDU DV WR HOLPLQDWH DQ\ HTXLW\ LQ WKH SURSHUW\
+SUHYLRXV UHVHUYHV ZHUH UHTXLUHG RQO\ IRU QRQSHUIRUPLQJ ORDQV,1 7KLV FKDQJH LQ SROLF\
ZDV DSSOLHG ILUVW WR WKH %DQN RI 1HZ (QJODQG/ ZKLFK KDG LQYHVWHG DOPRVW 73 SHUFHQW RI
LWV ORDQ SRUWIROLR LQ UHDO HVWDWH/ SULPDULO\ LQ 1HZ (QJODQG/ DQG ZKLFK VXEVHTXHQWO\ IDLOHG
LQ -DQXDU\ 4<<41
7KH %DVOH $FFRUG/ ZKLFK HVWDEOLVKHG FDSLWDO DGHTXDF\ VWDQGDUGV IRU
LQWHUQDWLRQDOO\ DFWLYH EDQNV/ PD\ DOVR KDYH VHUYHG WR UHGXFH WKH IORZ RI EDQN OHQGLQJ WR
WKH UHDO HVWDWH VHFWRU1 %DQNV ZKR ZHUH FDSLWDO FRQVWUDLQHG XQGHU WKH QHZ UHJXODWLRQV
DWWHPSWHG WR UHGXFH WKHLU ULVN0ZHLJKWHG DVVHWV E\ VKLIWLQJ PRUH RI WKHLU SRUWIROLRV LQWR
JRYHUQPHQW VHFXULWLHV/ Z K L F KZ H U HD V V L J Q H GD] H U RU L V NZ H L J K W 1
7KH FROODSVH RI 1HZ (QJODQG UHDO HVWDWH SULFHV +RI ZKLFK WKH %RVWRQ FRPPHUFLDO
UHDO HVWDWH PDUNHW ZDV DQ LPSRUWDQW SDUW, FDXVHG VHYHUDO IDLOXUHV DQG IRUFHG PHUJHUV RI89
EDQNV DQG WKULIW LQVWLWXWLRQV1 7KH VXUYLYRUV/ KRZHYHU/ EHQHILWHG IURP WKH VWHHS IDOO LQ 8161
LQWHUHVW UDWHV DQG WKH UHFRYHU\ IURP WKH UHFHVVLRQ1 %\ WKH PLG 4<<3V WKH\ KDG UHVWRUHG
WKHLU FDSLWDO SRVLWLRQV DQG ZHUH HQMR\LQJ UHFRUG SURILWV1
:1 7KH &DVH RI 5HDO (VWDWH /HQGLQJ LQ 7KDLODQG
3URSHUW\ PDUNHWV LQ 7KDLODQG DUH QRZ LQ D SHULRG RI GHHS GHFOLQH DIWHU D SURORQJHG DQG
XQSDUDOOHOHG SHULRG RI JURZWK1 6N\URFNHWLQJ GHPDQG IRU FRPPHUFLDO DQG UHVLGHQWLDO
VSDFH/ PDGH UHDO HVWDWH D UREXVW JURZWK VHFWRU LQ WKH VWURQJO\ JURZLQJ 7KDL HFRQRP\1 %XW
WKH ORQJ KLVWRU\ RI UDSLG HFRQRPLF JURZWK DQG LQVWLWXWLRQV WKDW HQFRXUDJHG KLJKO\
OHYHUDJHG OHQGLQJ PD\ KDYH FRQWULEXWHG WR WKH ERRP DQG EXVW SURSHUW\ F\FOH WKDW SOD\HG
D UROH LQ WKH FROODSVH RI 7KDLODQG¶V HFRQRP\ LQ 4<<:1
7KDLODQG¶V WUDQVIRUPDWLRQ LQ WKH SRVW0:RUOG :DU ,, SHULRG/ IURP DQ DJULFXOWXUDO WR
DQ HDUO\ LQGXVWULDO DQG WKHQ WR D VHUYLFH HFRQRP\ LQFUHDVHG WKH GHPDQG IRU LQGXVWULDO DQG
RIILFH VSDFH1 %HWZHHQ 4<;3 DQG 4<<3/ 7KDLODQG ZDV RQH RI WKH IDVWHVW JURZLQJ
HFRQRPLHV LQ WKH ZRUOG/ ZLWK DQ DQQXDO UHDO UDWH SHU FDSLWD *’3 JURZWK DYHUDJLQJ ;17
SHUFHQW1
7KH SURSHUW\ ERRP UHVXOWLQJ IURP WKLV HFRQRPLF JURZWK ZDV FHQWHUHG LQ
%DQJNRN1 3ULRU WR WKH 4<:3V/ %DQJNRN KDG RQO\ WUDGLWLRQDO EXVLQHVV SUHPLVHV ZLWK
UHVLGHQWLDO/ FRPPHUFLDO/ DQG LQGXVWULDO VSDFH XQGHU RQH URRI1 :LWK WKH FRQWLQXHG
H[SDQVLRQ RI WKH LQGXVWULDO DQG VHUYLFH VHFWRUV DIWHU 4<;3/ GHPDQG VRDUHG IRU LQGXVWULDO
VSDFH DV ZHOO DV IRU KLJK ULVH RIILFH EXLOGLQJV IRU WKH JURZLQJ RIILFH HPSOR\PHQW VHFWRU1
8QWLO WKHQ PRGHUQ RIILFH VSDFH KDG QRW H[LVWHG DQG WKH VXSSO\ RI QHZ VSDFH FRXOG QRW
NHHS SDFH ZLWK WKH H[WUDRUGLQDU\ LQFUHDVH LQ GHPDQG18:
,Q WKH PLG04<;3V/ 7KDLODQG¶V HFRQRPLF JURZWK DFFHOHUDWHG1 )LJXUH 44 VKRZV UHDO
*’3 JURZWK LQ 7KDLODQG ZDV DERXW 8 SHUFHQW XQWLO 4<;91 *URZWK WKHQ LQFUHDVHG VKDUSO\
WR <18 SHUFHQW LQ 4<;: DQG SHDNHG DW 4616 SHUFHQW LQ 4<;;1 (FRQRPLF JURZWK GUDPDWLFDOO\
LQFUHDVHG WKH GHPDQG IRU PRGHUQ FRPPHUFLDO RIILFH VSDFH1 ) R UD QH [ W H Q G H GS H U L R G /
VXSSO\ FRXOG QRW NHHS XS1 7KH 8UEDQ /DQG ,QVWLWXWH +8/,, 4<<5 0DUNHW 3URILOH IRU WKH
%DQJNRN 0HWURSROLWDQ $UHD
87 UHSRUWV WKDW QHZ VXSSO\ RI RIILFH VSDFH DYHUDJHG :53/333
VTXDUH PHWHUV SHU \HDU IURP 4<;; WR 4<<3/ ZKLOH DEVRUSWLRQ DYHUDJHG ;;3/333 VTXDUH
PHWHUV SHU \HDU/ ZLWK YDFDQF\ UDWHV QHDU ]HUR1 $V D UHVXOW/ SULPH RIILFH PDUNHW UHQWV
LQFUHDVHG VKDUSO\1 $FFRUGLQJ WR GDWD SURYLGHG E\ 5LFKDUG (OOLV/ D ZRUOGZLGH FRPPHUFLDO
UHDOWRU/ >RIILFH UHQWV LQ %DQJNRN LQFUHDVHG IURP ’<6 SHU VTXDUH PHWHU SHU \HDU LQ ODWH
4<;: WR ’59< DW PLG0\HDU 4<<4 +D UHQW OHYHO HTXDO WR FRPPHUFLDO UHQWV LQ 1HZ <RUN &LW\
DW WKDW WLPH, DQG YDOXHV LQFUHDVHG WKUHHIROG/ ZKLOH WKH YDFDQF\ UDWH UHPDLQHG QHDU ]HUR1
2QFH WKH FDSDFLW\ WR EXLOG KLJK ULVH RIILFH VWUXFWXUHV ZDV LQ SODFH/ D VKDUS LQFUHDVH LQ
VXSSO\ GLG RFFXU1 $V RI 4<<3/ D VXUJH LQ WKH JURZWK LQ QHZ VXSSO\ ZDV SUHGLFWHG WR UHVXOW
LQ VXEVWDQWLDO H[FHVV YDFDQFLHV LQ WKH %DQJNRN PDUNHW ZLWKLQ ILYH \HDUV1
+LOOLHU03DUNHU/ DQ LQWHUQDWLRQDO UHDO HVWDWH EURNHUDJH ILUP/ SURYLGHV ZRUOGZLGH DQG
UHDO0WLPH VHULHV GDWD RI SULPH RIILFH PDUNHW UHQWV DQG SULFHV IRU %DQJNRN IURP 4<;3 WR
4<<3/ VKRZQ LQ ILJXUHV 45 DQG 461 7KH LQGLFHV UHDFKHG WKHLU SHDNV LQ 4<<3 DQG 4<<41
,QIODWLRQ DGMXVWHG UHQWV VKRZQ LQ ILJXUH 46/ LQFUHDVHG 4< SHUFHQW LQ 4<;< DQG 435 SHUFHQW
LQ 4<<3 DQG WKHQ GHFOLQHG +DOWKRXJK WKH\ UHPDLQHG DW KLJK OHYHOV UHODWLYH WR 4<;9,1
7KH ZHDNHQLQJ RI WKH 7KDL FRPPHUFLDO SURSHUW\ PDUNHW DSSHDUV WR KDYH EHHQ
IRUHVHHDEOH DV RI 4<<31 $FFRUGLQJ WR WKH 8/, 0DUNHW 3URILOH RI 4<<3/ IRUHFDVWHG QHZ
87 8/, SURILOHV DUH EDVHG RQ GDWD LQGLFHV FRQVWUXFWHG E\ 5LFKDUG (OOLV18;
VXSSO\ RI RIILFH VSDFH LQ 4<<4 WKURXJK 4<<8 ZDV H[SHFWHG WR DYHUDJH 818 PLOOLRQ VTXDUH
IHHW SHU \HDU +EDVHG RQ SHUPLWV LQ SODFH,/ ZKLFK ZRXOG KDYH WULSOHG WKH LQYHQWRU\ RI RIILFH
VSDFH IURP 4616 PLOOLRQ VTXDUH IHHW DW WKH HQG RI 4<<3 WR 7319 PLOOLRQ VTXDUH IHHW DW WKH
HQG RI 4<<8 +DERXW HTXDO WR WKH VL]H RI WKH %RVWRQ RIILFH PDUNHW,1 7KH DFWXDO LQFUHDVH ZDV
HYHQ KLJKHU DW < PLOOLRQ VTXDUH IHHW SHU \HDU/ DQG WKH YDFDQF\ UDWH LQFUHDVHG WR 5416
SHUFHQW1
7KH GHFOLQH LQ RIILFH UHQWV DQG YDOXHV IURP 4<<3 WR 4<<6 ZDV LQ SDUW GXH WR WKLV
VXUJH LQ VXSSO\ DQG LQ SDUW GXH WR DQ XQDQWLFLSDWHG VORZGRZQ LQ DEVRUSWLRQ1 1RQHWKHOHVV/
UHQWDO UDWHV UHPDLQHG KLJK HQRXJK WR MXVWLI\ QHZ VXSSO\/ DQG WKH FRQWLQXLQJ DGGLWLRQV WR
WKH VWRFN DSSUR[LPDWHO\ HTXDOHG GHPDQG/ DV UHIOHFWHG E\ UHODWLYHO\ VWDEOH +DOWKRXJK KLJK,
RIILFH PDUNHW YDFDQF\ UDWHV IRU WKH %DQJNRN 0HWURSROLWDQ $UHD DQG VWDEOH UHQWV DQG
SULFHV1
,QFUHDVHV LQ SULFHV DQG UHQWV/ KRZHYHU/ FRQWLQXHG WR RXWSDFH LQIODWLRQ LQ WKH ODQG0
LQWHQVLYH LQGXVWULDO DQG UHVLGHQWLDO VHFWRUV1 7KXV/ DOWKRXJK WKH VXSSO\ RI LQGXVWULDO VSDFH
LQFUHDVHG GUDPDWLFDOO\ DIWHU 4<<3/ UHQWV IRU LQGXVWULDO VSDFH LQFUHDVHG DV ZHOO1 $FFRUGLQJ
WR 8/, GDWD/ PDQXIDFWXULQJ IDFLOLW\ UHQWV LQFUHDVHG IURP ’9143 SHU VTXDUH IRRW LQ 4<<3/ WR
’:1<3 SHU VTXDUH IRRW LQ 4<<91 :DUHKRXVH UHQWV LQFUHDVHG HYHQ PRUH IURP ’7143 SHU
VTXDUH IRRW LQ 4<<3/ WR ’81<3 SHU VTXDUH IRRW LQ 4<<91 7KLV PD\ KDYH UHIOHFWHG FRQWLQXHG
JURZWK LQ ODQG SULFHV IRU WKLV UHODWLYHO\ ODQG0LQWHQVLYH VHFWRU1 7KH PXOWLIDPLO\ VHFWRU
GLUHFWO\ H[KLELWHG HYLGHQFH RI DVVHW SULFH LQIODWLRQ1 +RXVLQJ YDOXHV LQFUHDVHG
GUDPDWLFDOO\/ DFFRUGLQJ WR 5LFKDUG (OOLV GDWD/ DV UHSRUWHG LQ WKH 8/, 5HSRUW RI 4<<:= IRU
H[DPSOH D 4/333 VTXDUH IRRW/5 0 VWRU\ WRZQKRXVH VROG IRU ’65/:33 LQ 4<<3/ ’85/333 LQ
4<<7/ DQG ’:3/333 LQ 4<<91 $ GHWDFKHG VLQJOH IDPLO\ KRXVH VROG IRU ’4::/933 LQ 4<<38<
DQG ’587/<33 LQ 4<<91 7KLV LQFUHDVH LQ SULFHV ZDV DFFRPSDQLHG E\ DQ LQFUHDVH LQ WKH UDWH
RI FRQVWUXFWLRQ1 7KH SDFH RI VWDUWV IRU FRQGRV LQFUHDVHG IURP 53/65: SHU \HDU LQ 4<<3 WR
84/::3 LQ 4<<71 7KH SDFH RI FRQVWUXFWLRQ IRU WRZQKRXVHV LQFUHDVHG IURP 48/7<</;33
VTXDUH IHHW SHU \HDU LQ 4<<5 WR 5:/474/;:5 SHU \HDU LQ 4<<7/ UHVXOWLQJ LQ DQ LQFUHDVH LQ WKH
YDFDQF\ UDWH WR : SHUFHQW1
7KH JURZWK LQ YDOXH LQ WKH PXOWLIDPLO\ VHFWRU ZDV GULYHQ E\ LQFUHDVHG VXSSO\ RI
FDSLWDO WR WKLV VHFWRU DORQJ ZLWK DQ LQFUHDVHG LQYHVWPHQW GHPDQG IRU KRXVLQJ1 7KDW LV/ WKH
EXLOGLQJ ERRP LQ FRQGRV DQG WRZQKRXVHV ZDV GXH WR DQ LQFUHDVH LQ ERWK WKH FRQVXPSWLRQ
DQG LQYHVWPHQW GHPDQG IRU KRXVLQJ1 (YLGHQFH IRU WKLV DSSHDUV LQ WKH LQFUHDVLQJ VWRFN RI
YDFDQW KRXVLQJ XQLWV KHOG E\ LQGLYLGXDO RZQHUV +UDWKHU WKDQ EXLOGLQJ GHYHORSHUV,1
,QYHVWPHQW GHPDQG LV OLNHO\ WR KDYH EHHQ IXHOHG E\ H[SHFWDWLRQV RI KLJK UDWHV RI IXWXUH
UHQW DQG SULFH DSSUHFLDWLRQ1 :KLOH KRXVLQJ UHQWV LQFUHDVHG LQ WKH \HDUV 4<<3 WR 4<<9/
KRXVLQJ SULFHV DFFHOHUDWHG DW DQ HYHQ IDVWHU UDWH1 7KLV LV FRQVLVWHQW ZLWK H[SHFWDWLRQV IRU
IXWXUH UHQW JURZWK WKDW H[FHHGHG FXUUHQW UHQW JURZWK UDWHV1 7KH XOWLPDWH VRXUFH IRU WKH
H[SHFWDWLRQ RI KLJKHU UHQWDO JURZWK ZDV WKH FRQWLQXLQJ JURZWK LQ RXWSXW DQG LQFRPH LQ
%DQJNRN/ DQG WKH UHVXOWLQJ JURZWK LQ SULFHV RI %DQJNRN ODQG1
&RPPHUFLDO EDQN OHQGLQJ VXSSRUWHG WKLV UDSLG JURZWK LQ YDOXHV LQ WKH SURSHUW\
VHFWRU1 %DQN ILQDQFLQJ RI WKH SURSHUW\ VHFWRU RFFXUUHG WKURXJK OHQGLQJ WR ILQDQFH
FRPSDQLHV DQG WR SXEOLFO\ WUDGHG GHYHORSHUV1 7KH JURZWK LQ FUHGLW IURP EDQNV WR ILQDQFH
DQG VHFXULWLHV FRPSDQLHV LV VKRZQ LQ ILJXUH 471 7KLV OHQGLQJ/ ZKLFK ZDV W\SLFDOO\ KLJKO\
OHYHUDJHG/ VXSSRUWHG WKH JURZWK LQ VXSSO\ DV ZHOO DV WKH DSSUHFLDWLRQ LQ SURSHUW\ SULFHV1
7KH FRPELQDWLRQ RI KLJK OHYHUDJH DQG KLJK DSSUHFLDWLRQ PDGH WKHVH ORDQV SDUWLFXODUO\
YXOQHUDEOH WR GHIDXOW FDXVHG E\ WKH XQUDYHOLQJ RI H[SHFWDWLRQV193
$V D SHUFHQWDJH RI *’3/ FRPPHUFLDO EDQN ORDQV WR UHDO HVWDWH TXDGUXSOHG GXULQJ
WKH SHULRG 4<;: WR 4<<3/ DV VKRZQ LQ ILJXUH 481 7KH H[SRVXUH RI WKH EDQNLQJ VHFWRU WR
UHDO HVWDWH ZDV HYHQ ODUJHU WKDQ WKHVH GDWD RQ GLUHFW OHQGLQJ VXJJHVW1 %DQNV LQYHVWHG LQ/
DQG OHQW WR ILQDQFH FRPSDQLHV/ ZKLFK KDG H[WHQVLYH LQYHVWPHQW LQ UHDO HVWDWH1 0RUHRYHU/
WKH SUDFWLFH RI XVLQJ UHDO HVWDWH DV FROODWHUDO ZDV ZLGHVSUHDG LQ DOO OLQHV RI EDQN OHQGLQJ1
,W ZRXOG QRW EH VXUSULVLQJ LI FUHGLW DQDO\VLV PD\ KDYH VXIIHUHG ZKHQ ORDQ RIILFHUV
EHOLHYHG WKDW WKH\ FRXOG UHO\ RQ KLJK DQG ULVLQJ UHDO HVWDWH YDOXHV DV D JXDUDQWHH RI
UHSD\PHQW1
:K\ GLG EDQNV EHFRPH VR KHDYLO\ H[SRVHG" ,Q SDUW/ SHUKDSV/ IRU WKH UHDVRQV
GLVFXVVHG LQ WKH HDUO\ VHFWLRQV RI WKH SDSHU1 )RU H[DPSOH/ GLVDVWHU P\RSLD PD\ KDYH
SOD\HG D UROH1 7KDLODQG KDG QHYHU H[SHULHQFHG D FRPPHUFLDO UHDO HVWDWH F\FOH DQG VR/
XQGHUVWDQGDEO\ IRXQG LW GLIILFXOW WR HVWLPDWH WKH SUREDELOLW\ RI D FROODSVH LQ UHDO HVWDWH
SULFHV1 0RUHRYHU/ LW PXVW KDYH EHHQ WHPSWLQJ WR H[WUDSRODWH WKH UHPDUNDEOH UDWH RI
HFRQRPLF JURZWK 7KDLODQG DFKLHYHG LQ WKH 4<;3V1 5DSLG HFRQRPLF JURZWK SURYLGHG D
UDWLRQDOH IRU GLVPLVVLQJ ULVLQJ YDFDQF\ UDWHV DV D WUDQVLWRU\ SKHQRPHQRQ LQ WKH EHOLHI WKDW
GHPDQG ZRXOG TXLFNO\ FDWFK XS ZLWK VXSSO\1
3HUYHUVH LQFHQWLYHV PD\ DOVR KDYH FRQWULEXWHG WR WKH LQFUHDVLQJ YXOQHUDELOLW\ RI
WKH EDQNLQJ VHFWRU1 $OWKRXJK 7KDLODQG GRHV QRW KDYH H[SOLFLW GHSRVLW LQVXUDQFH/ LW GRHV
KDYH D )LQDQFLDO ,QVWLWXWLRQV ’HYHORSPHQW )XQG +),’),/ ZKLFK LV PDQDJHG E\ WKH %DQN
RI 7KDLODQG DQG IXQGHG E\ \HDUO\ FRQWULEXWLRQV HTXDO WR 314 SHUFHQW RI GHSRVLWV IURP DOO
LQVWLWXWLRQV VXSHUYLVHG E\ WKH %DQN RI 7KDLODQG1 7KH IXQG PD\ ‡OHQG PRQH\/ WDNH HTXLWLHV94
LQ FHUWDLQ LQVWLWXWLRQV/ RU EDLO RXW WURXEOHG LQVWLWXWLRQV E\ SXUFKDVLQJ WKHLU QRQSHUIRUPLQJ
DVVHWV ZKHQ LW GHHPV DSSURSULDWH1·
88
7KH LPSOLFLW JRYHUQPHQW JXDUDQWHHV IRU WKH +IRUPHUO\, VL[WHHQ 7KDL FRPPHUFLDO
EDQNV ZHUH VR VWURQJ WKDW ZKHQ WKH QLQWK ODUJHVW EDQN/ 6LDP &LW\/ ORVW <8 SHUFHQW RI LWV
FDSLWDO GXULQJ WKH ODWH 4<;3V/ LW ZDV QRW VXEMHFW WR D UXQ1 8QJSUDNRUQ +4<;:/ S158, UHSRUWV
WKDW/ ‡7KH FHQWUDO EDQN¶V UHIXVDO WR DOORZ EDQNV WR FROODSVH DSSDUHQWO\ SUHVHUYHG
GHSRVLWRU¶V FRQILGHQFH1 %XW WKH %DQN RI 7KDLODQG GLG DVN WKH 48 RWKHU 7KDL FRPPHUFLDO
EDQNV WR SUHSDUH FDVK MXVW LQ FDVH 6LDP &LW\ GHSRVLWRUV SDQLFNHG1 ,Q WKH HYHQW WKHUH ZDV
QR VXFK SDQLF DW DQ\ RI WKH << EUDQFKHV1· $OWKRXJK JXDUDQWHHV SUHVHUYHG VWDELOLW\ LQ WKH
VKRUW WHUP/ WKH FRVW ZDV GLVWRUWLQJ LQFHQWLYHV WKDW H[DFHUEDWHG IXWXUH SUREOHPV1 ,PSOLFLW
JXDUDQWHHV ORVW FUHGLELOLW\ DQG FRXOG QR ORQJHU SUHVHUYH VWDELOLW\ ZKHQ ORVVHV ZHUH VR
ODUJH WKDW WKH PDUNHW ORVW FRQILGHQFH WKDW WKH 7KDL JRYHUQPHQW FRXOG KRQRU WKHP1
5HJXODWRU\ DUELWUDJH/ WKH FLUFXPYHQWLRQ RI UHJXODWLRQ E\ FKDQQHOLQJ ILQDQFLDO
IORZV WKURXJK OHVV KHDYLO\ UHJXODWHG LQVWLWXWLRQV RU MXULVGLFWLRQV/ DOVR DSSHDUV WR KDYH
FRQWULEXWHG WR WKH LQFUHDVLQJ YXOQHUDELOLW\ RI WKH EDQNLQJ V\VWHP WR D UHDO HVWDWH FULVLV1
7KH %DQN RI 7KDLODQG ORQJ FRQVWUDLQHG EDQN OHQGLQJ WR WKH UHDO HVWDWH VHFWRU LQ RUGHU WR
FKDQQHO PRUH ILQDQFLDO UHVRXUFHV WR LQYHVWPHQW LQ H[SRUW FDSDFLW\ DQG SODQW DQG
HTXLSPHQW +DQG/ SHUKDSV WR DYRLG WKH UHDO HVWDWH SUREOHPV EDQNV KDYH H[SHULHQFHG LQ
RWKHU FRXQWULHV,1 $OWKRXJK WKHVH UHJXODWLRQV ZHUH QRW UHOD[HG/ WKH\ ZHUH/ QRQHWKHOHVV/
XQGHUPLQHG E\ WKH JURZWK RI ODUJHO\ XQUHJXODWHG ILQDQFH FRPSDQLHV WKDW EHFDPH KHDYLO\
LQYROYHG LQ UHDO HVWDWH OHQGLQJ DQG LQYHVWPHQW1 0DQ\ RI WKH ILQDQFH FRPSDQLHV ZHUH
88 %DQN RI 7KDLODQG ZHEVLWH +KWWS=22ZZZ1ERW1RU1WE2VXSHUYLV1KWPO/ S16,195
DIILOLDWHG ZLWK EDQNV DQG/ IURP 4<<3 RQ/ WKH\ ZHUH LQFUHDVLQJO\ IXQGHG E\ EDQNV/ QRW
XQOLNH WKH MXVHQ LQ -DSDQ DQG ILQDQFH FRPSDQLHV LQ 6ZHGHQ1+ 6HH ILJXUH 471,
$W DERXW WKDW WLPH/ 7KDLODQG EHJDQ D SURFHVV RI OLEHUDOL]LQJ LWV ILQDQFLDO V\VWHP/
ZKLFK/ LQ FRPELQDWLRQ ZLWK LPSOLFLW JXDUDQWHHV IRU WKH OLDELOLWLHV RI ODUJH EDQNV/
FRQWULEXWHG WR D ZHDNHQLQJ RI WKH ILQDQFLDO VHFWRU DQG WKXV WR WKH RYHU H[SRVXUH RI WKH
EDQNV1 7KH OLEHUDOL]DWLRQ SURFHVV VWDUWHG LQ 4<<3 ZLWK WKH OLIWLQJ RI FDSLWDO FRQWUROV1 ,Q
4<<6/ WKH %DQN RI 7KDLODQG DXWKRUL]HG WKH IRUPDWLRQ RI %DQJNRN ,QWHUQDWLRQDO %DQNLQJ
)DFLOLWLHV +%,%)V, WKDW FRXOG GHDO LQ IRUHLJQ FXUUHQFLHV ODUJHO\ IUHH RI GRPHVWLF WD[DWLRQ
DQG UHJXODWLRQ1 7KH %,%)V ZHUH LQWHQGHG WR HVWDEOLVK %DQJNRN DV D UHJLRQDO ILQDQFLDO
FHQWHU1 $V LQWHUHVW UDWHV URVH LQ 7KDLODQG/ EDQNV LQFUHDVLQJO\ IXQGHG WKHPVHOYHV WKURXJK
WKH %,%)V1+ 6HH ILJXUH 491, 0DQXIDFWXULQJ FRUSRUDWLRQV/ ILQDQFH FRPSDQLHV/ DQG RWKHU
UHDO HVWDWH LQYHVWRUV DOVR ERUURZHG KHDYLO\ WKURXJK WKH %,%)V/ PDQ\ RI WKHP RQ DQ
XQFRYHUHG EDVLV1 0DQ\ SDUWLFLSDQWV LQ ILQDQFLDO PDUNHWV EHOLHYHG WKDW WKH JRYHUQPHQW
ZDV ILUPO\ FRPPLWWHG WR PDLQWDLQLQJ D IL[HG H[FKDQJH UDWH DQG H[SHFWHG WR EH DEOH WR
SURILW IURP DFFHVV WR IRUHLJQ FXUUHQF\ DW ORZHU LQWHUHVW UDWHV1
+RZHYHU/ WKH LQYHVWPHQW ERRP RI WKH HDUO\ 4<<3V OHG WR D JURZLQJ FXUUHQW
DFFRXQW GHILFLW1 7KH FXUUHQW DFFRXQW GHILFLW/ ZKLFK KDG DYHUDJHG –615 SHUFHQW RI *’3
EHWZHHQ 4<;6 DQG 4<;</ URVH WR –;16 SHUFHQW LQ 4<<3 DQG IOXFWXDWHG MXVW EHORZ WKDW OHYHO
XQWLO 4<<: +,0) 4<<:,1 5HDO H[SRUW JURZWK IHOO VKDUSO\ LQ WKH 4<<3V DV VKRZQ LQ ILJXUH
4:1
7KH SHUFHSWLRQ WKDW 7KDL H[SRUWV ZHUH OHVV FRPSHWLWLYH OHG WR FRQFHUQV RYHU WKH
H[FKDQJH YDOXH RI WKH EDKW/ ZKLFK ZDV SHJJHG WR D EDVNHW RI FXUUHQFLHV/ RI ZKLFK WKH
8161 GROODU PDGH XS RYHU ;3 SHU FHQW1 7KH EDKW DQG GROODU LQIODWLRQ UDWHV ZHUH URXJKO\96
SDUDOOHO XQWLO 4<<7/ ZKHQ WKH IRUPHU MXPSHG 9 SHUFHQW ZKLOH WKH ODWWHU IHOO 5 SHUFHQW1 $V
WKH 8161 HFRQRP\ VWUHQJWKHQHG/ WKH GROODU DSSUHFLDWHG UHODWLYH WR RWKHU PDMRU ZRUOG
FXUUHQFLHV/ LQFOXGLQJ WKH PDUN/ WKH IUDQF/ WKH SRXQG/ DQG HVSHFLDOO\ WKH \HQ/ WKH FXUUHQF\
RI 7KDLODQG*V VHFRQG ODUJHVW H[SRUW PDUNHW1
6LQFH 4<<8/ WKH %DQN RI 7KDLODQG KDV HPSOR\HG D WLJKW PRQHWDU\ SROLF\ WR FXUE
LQIODWLRQ DQG VXSSRUW WKH EDKW1 +LJKHU LQWHUHVW UDWHV GHSUHVVHG SURSHUW\ SULFHV1 5HDO HVWDWH
PDUNHWV ZHUH IXUWKHU GHSUHVVHG LQ 4<<8 ZKHQ WKH %DQN RI 7KDLODQG OLPLWHG WKH XVH RI
FROODWHUDO LQ H[WHQGLQJ QHZ ORDQV1 7KH QHZ UHJXODWLRQ UHTXLUHG WKDW LI D GHEWRU ZHUH QRW
DEOH WR PDNH DQ LQWHUHVW SD\PHQW/ WKH EDQN FRXOG QRW DGYDQFH DGGLWLRQDO DPRXQWV WR WKH
ERUURZHU RQ WKH EDVLV RI WKH VDPH FROODWHUDO1 7 K L VO H GW RDV K D U SL Q F U H D V HL Q
QRQSHUIRUPLQJ ORDQV/ ZKLFK REOLJHG EDQNV WR VHW DVLGH PRUH UHVHUYHV1 %DQNV DWWHPSWHG WR
UHEXLOG WKHLU FDSLWDO SRVLWLRQV E\ UHGXFLQJ WKHLU ORDQV1 %DQNV ZHUH DOVR XQGHU SUHVVXUH WR
PHHW WKH %DVOH $FFRUG VWDQGDUGV RI FDSLWDO DGHTXDF\/ ZKLFK WLJKWHQHG FUHGLW FRQGLWLRQV
VWLOO IXUWKHU/ OHDGLQJ WR DGGLWLRQDO GHFOLQHV LQ SURSHUW\ SULFHV1 6HYHUDO ILQDQFH FRPSDQLHV/
ZKLFK ZHUH KHDYLO\ H[SRVHG WR WKH UHDO HVWDWH VHFWRU/ EHFDPH LQVROYHQW1
7KH ),’) ERUURZHG H[WHQVLYHO\ WR EDLO RXW ILQDQFLDO LQVWLWXWLRQV VXFK DV WKH
%DQJNRN %DQN RI &RPPHUFH DQG 49 RWKHU ILQDQFH FRPSDQLHV/ ZKLFK KDG PDVVLYH
QRQSHUIRUPLQJ ORDQV1 7KHVH 49 ILQDQFH FRPSDQLHV ZHUH VXVSHQGHG LQ -XQH RI 4<<:1 ,Q
$XJXVW/7 5PRUH ILQDQFH FRPSDQLHV ZHUH VKXW GRZQ1
%\ -XO\ 4<<: PRUH WKDQ 86’53 ELOOLRQ RI IRUHLJQ UHVHUYHV KDG EHHQ XVHG LQ WKH
XQVXFFHVVIXO GHIHQVH RI WKH EDKW1 2Q -XO\ 5/ 7KH %DQN RI 7KDLODQG/ XQDEOH WR GHIHQG WKH
EDKW DQ\ ORQJHU/ DQQRXQFHG WKDW WKH WKLUWHHQ0\HDU0ROG SHJJHG H[FKDQJH UDWH V\VWHP ZRXOG
EH UHSODFHG E\ D %PDQDJHG IORDW1% :LWK WKH GHSUHFLDWHG EDKW WKH SULYDWH VHFWRU/97
SDUWLFXODUO\ WKH EDQNLQJ VHFWRU/ IRXQG LW HYHQ PRUH GLIILFXOW WR UHSD\ WKHLU IRUHLJQ GHEWV1
$V D UHVXOW/ LW EHFDPH DOPRVW LPSRVVLEOH WR REWDLQ DQ\ PRUH IRUHLJQ IXQGV/ DQG PRUH DQG
PRUH ILUPV ZHUH IRUFHG WR VKXW GRZQ1
:LWK YLUWXDOO\ QR IRUHLJQ UHVHUYHV DQG D ZHDN SULYDWH VHFWRU ZHLJKHG GRZQ ZLWK
IRUHLJQ GHEWV DQG QRQSHUIRUPLQJ UHDO HVWDWH UHODWHG ORDQV/ 7KDLODQG GHFLGHG WR VHHN
IRUHLJQ DLG WR KHOS UHYLYH LWV HFRQRP\1 ,Q PLG0$XJXVW/ WKH ,QWHUQDWLRQDO 0RQHWDU\ )XQG
RUJDQL]HG D SDFNDJH RI 86’4:15 ELOOLRQ LQ ORDQV WR 7KDLODQG1 7KH SURVSHFWV IRU UHFRYHU\
GHSHQG RQ D UHVWUXFWXULQJ RI WKH ILQDQFLDO VHFWRU1 $V WKH ,0) +4<<:/ S1 44, FRQFOXGHV LQ
WKH ,QWHULP :RUOG (FRQRPLF 2XWORRN/ ‡WKH VKDUS GHYDOXDWLRQ DQG WKH GHIODWLRQ LQ WKH
SURSHUW\ VHFWRU/ LQWR ZKLFK D VLJQLILFDQW SRUWLRQ RI IRUHLJQ ERUURZLQJ ZDV FKDQQHOHG DQG
ZKLFK KDV DQ LPSRUWDQW EHDULQJ RQ WKH EDODQFH VKHHWV RI FRPPHUFLDO EDQNV111 ZLOO UHTXLUH
PXFK JUHDWHU HIIRUWV WR UHVWUXFWXUH WKH ILQDQFLDO VHFWRU1 ,I WKH UHFRYHU\ RI WKH ILQDQFLDO
VHFWRU LV GHOD\HG/ WKH WXUQDURXQG LQ WKH HFRQRP\ ZLOO EH KLQGHUHG FRQVLGHUDEO\1·
;1 3ROLF\ ,PSOLFDWLRQV
%DVHG RQ RXU GLDJQRVLV RI WKH SUREOHPV WKDW PD\ OHDG WR UHDO HVWDWH ERRPV DQG
EDQNLQJ FULVHV/ ZKDW SXEOLF SROLF\ UHPHGLHV DUH DSSURSULDWH" 7KH KHDUW RI WKH SUREOHP LV
WKH VWUXFWXUH RI WKH UHDO HVWDWH PDUNHW1
;14 0HDVXUHV WR &RXQWHU WKH %LDV WRZDUGV 2SWLPLVP
,Q 6HFWLRQ 4 ZH DUJXHG WKDW UHDO HVWDWH PDUNHWV WHQG WR EH UXOHG E\ RSWLPLVWV EHFDXVH
RI WKH GLIILFXOW\ SHVVLPLVWV IDFH LQ VHOOLQJ VKRUW1 7KXV RQH VWUDLJKWIRUZDUG UHPHG\ ZRXOG
EH WR QXUWXUH WKH GHYHORSPHQW RI DQ RSWLRQV PDUNHW IRU FRPPHUFLDO UHDO HVWDWH1 7KLV LV
OLNHO\ WR SUHVHQW DQ LQVXUPRXQWDEOH FKDOOHQJH/ KRZHYHU/ EHFDXVH FRPPHUFLDO UHDO HVWDWH
WHQGV WR EH D YHU\ OXPS\ FRPPRGLW\ ZLWK D UHODWLYHO\ VPDOO QXPEHU RI KHWHURJHQHRXV98
ODUJH SURMHFWV1 0RUHRYHU/ WKH VHFRQGDU\ PDUNHW LV VR WKLQ DQG VXEMHFW WR PDQLSXODWLRQ
WKDW SRWHQWLDO PDUNHW SDUWLFLSDQWV ZRXOG EH YHU\ XQOLNHO\ WR HQWHU LQWR FRQWUDFWV LQ ZKLFK
WKH SD\RII GHSHQGV RQ IXWXUH VHFRQGDU\ PDUNHW SULFHV1
7KLV VXJJHVWV WKDW LW PD\ EH PRUH SUDFWLFDO WR RUJDQL]H PDUNHWV LQ WKH XQGHUO\LQJ
HTXLW\ FODLPV RQ FRPPHUFLDO UHDO HVWDWH DQG SHUPLW VKRUW VDOHV RI WKH XQGHUO\LQJ FODLPV
WKHPVHOYHV1 ,QGHHG/ SURPRWLQJ JUHDWHU UHOLDQFH RQ HTXLW\ LQ ILQDQFLQJ FRPPHUFLDO UHDO
HVWDWH SURMHFWV ZRXOG KDYH VXEVWDQWLDO DGGLWLRQDO EHQHILWV1 5HDO (VWDWH ,QYHVWPHQW 7UXVWV/
GLVFXVVHG LQ WKH QH[W VHFWLRQ/ PD\ SURYLGH D SDUWLDO VROXWLRQ WR WKLV QHHG1
;15 0HDVXUHV WR ’LVFRXUDJH ([FHVVLYH /HYHUDJH
7KH KLJK GHJUHH RI OHYHUDJH WDNHQ RQ E\ PDQ\ GHYHORSHUV DQG UHDO HVWDWH LQYHVWRUV
FDXVHV WKHP WR EH YHU\ YXOQHUDEOH WR D YDULHW\ RI VKRFNV WKDW FDQ OHDG WR GHIDXOW1 +LJK
OHYHUDJH KHLJKWHQV WKH ULVN WKDW WKH LQYHVWRU ZLOO LQFXU WKH FRVWV RI ILQDQFLDO GLVWUHVV/
ZKLFK LQFOXGH WKH FRVWV RI EDQNUXSWF\ – L1H1/ WKH FRVWV RI WUDQVIHUULQJ RZQHUVKLS RI UHDO
HVWDWH WR FUHGLWRUV 00 DQG DOVR WKH ORVV LQ YDOXH WKDW PD\ RFFXU DV D UHVXOW RI WKH SHUFHSWLRQ
WKDW EDQNUXSWF\ PD\ EH LPPLQHQW/ HYHQ LI EDQNUXSWF\ PD\ XOWLPDWHO\ EH DYRLGHG1
7KHVH FRVWV RI ILQDQFLDO GLVWUHVV VKRXOG EH GLVWLQJXLVKHG IURP HFRQRPLF GLVWUHVV1 7KH
FRVW RI ILQDQFLDO GLVWUHVV PD\ EH PHDVXUHG DV WKH DGGLWLRQDO ORVV IURP HFRQRPLF GLVWUHVV
IRU D OHYHUDJHG UHDO HVWDWH LQYHVWRU YHUVXV DQ LGHQWLFDO LQYHVWRU ZKR LV XQOHYHUDJHG1
:KHQ UHDO HVWDWH SULFHV IDOO/ ERWK LQYHVWRUV ZLOO H[SHULHQFH HFRQRPLF GLVWUHVV/ EXW WKH
OHYHUDJHG LQYHVWRU H[SHULHQFHV D JUHDWHU ORVV RI YDOXH EHFDXVH RI WKH LQFUHDVHG ULVN RI
EDQNUXSWF\/ JUHDWHU XQFHUWDLQW\ WKDW WKH LQYHVWRU ZLOO KRQRU LWV RWKHU ILQDQFLDO
FRPPLWPHQWV/ DQG WKH LQFUHDVHG FRVWV RI FRQWUROOLQJ FRQIOLFWV RI LQWHUHVWV ZLWK FUHGLWRUV199
,Q DGGLWLRQ WR UHGXFLQJ WKH FRVWV RI ILQDQFLDO GLVWUHVV/ JUHDWHU UHOLDQFH RQ HTXLW\
ILQDQFLQJ ZLOO UHGXFH WKH LQFHQWLYHV IRU UHDO HVWDWH LQYHVWRUV WR VKLIW ULVNV WR FUHGLWRUV E\
LQFUHDVLQJ WKH ULVNLQHVV RI WKHLU UHDO HVWDWH LQYHVWPHQWV1 ,W ZLOO WKHUHIRUH DOVR GLPLQLVK WKH
UHVWULFWLRQV ZKLFK DQ[LRXV FUHGLWRUV IHHO WKH\ PXVW LPSRVH RQ UHDO HVWDWH LQYHVWRUV WR OLPLW
WKH H[WHQW WR ZKLFK WKH\ FDQ EH H[SURSULDWHG E\ ULVN VKLIWLQJ1
$ 86 LQQRYDWLRQ/ 5HDO (VWDWH ,QYHVWPHQW 7UXVWV +5(,7V,/ KDV EURDGHQHG WKH LQYHVWRU
EDVH DQG WKXV LQFUHDVHG WKH IORZ RI HTXLW\ ILQDQFLQJ IRU FRPPHUFLDO UHDO HVWDWH1 5(,7V
DUH SDVVLYH/ SRUWIROLR PDQDJHUV RI UHDO HVWDWH SURSHUWLHV1 7KH\ DUH PXWXDO IXQGV WKDW KROG
SURSHUW\ DQG SDVV RQ LQFRPH DQG FDSLWDO JDLQV WD[0IUHH WR LQGLYLGXDO LQYHVWRUV1
89 7KHLU
VKDUHV DUH DFWLYHO\ WUDGHG RQ VWRFN H[FKDQJHV +DQG/ FRQVHTXHQWO\ SURYLGH DQ RSSRUWXQLW\
WR VHOO UHDO HVWDWH VKRUW,1 7KH\ GLIIHU IURP OLVWHG UHDO HVWDWH FRPSDQLHV/ ZKLFK DUH WD[DEOH/
RSHUDWLQJ FRPSDQLHV WKDW FRQGXFW UHDO HVWDWH FRQVWUXFWLRQ DQG GHYHORSPHQW DFWLYLW\1
$ XVHIXO E\ SURGXFW IURP WKH LQWURGXFWLRQ RI SXEOLFO\0WUDGHG 5(,7V LV WKDW WKH
GHPDQG IRU LQIRUPDWLRQ UHOHYDQW IRU SULFLQJ UHDO HVWDWH KDV LQFUHDVHG1 6HFXULW\ DQDO\VWV
RQ ERWK WKH EX\0VLGH DQG WKH VHOO0VLGH RI WKH PDUNHW FRPSHWH LQ WKH SURYLVLRQ RI DQDO\VLV
UHOHYDQW WR WKH SULFLQJ RI 5(,7V1 $OWKRXJK LW LV WRR VRRQ WR DVVHUW WKDW 5(,7V ZLOO EH
HIIHFWLYH LQ UHGXFLQJ WKH DPSOLWXGH RI WKH QH[W 86 UHDO HVWDWH F\FOH/ W K H U HL VU H D V R QW RE H
KRSHIXO1 :KLOH 5(,7V KDYH H[LVWHG VLQFH WKH 4<:3¶V/ WKH QHZ 5(,7V GHYHORSHG DIWHU WKH
4<<3 UHDO HVWDWH UHFRYHU\ DUH GLIIHUHQW LQ VHYHUDO GLPHQVLRQV1 0RVW LPSRUWDQW/ WKH QHZ
5(,7V KDYH OHVV UHOLDQFH RQ GHEW ILQDQFLQJ1 7KH OHYHUDJH UDWLR IRU ROG 5(,7V ZDV 83
SHUFHQW LQ 4<<31 7RGD\ WKH OHYHUDJH UDWLR LV 68 SHUFHQW1 0RUHRYHU/ ROG 5(,7V XWLOL]H
89 6HH -DIIHH +4<<7, IRU D GHVFULSWLRQ RI WKH IXQFWLRQLQJ RI 5(,7V1 +H SURSRVHV WKDW
5(,7V EH LQWURGXFHG LQ 6ZHGHQ19:
PRUH VKRUW WHUP GHEW ZKLOH QHZ 5(,7V XVH PRUH ORQJ0WHUP GHEW1 )LQDOO\/ WKH QHZ 5(,7V
DUH IDU ODUJHU DQG IDU EHWWHU PRQLWRUHG E\ :DOO 6WUHHW DQDO\VWV1
8:
;16 0HDVXUHV WR &RXQWHU ’LVDVWHU 0\RSLD
7KH WUDGLWLRQDO EDQN0VXSHUYLVRU\ SURFHVV LV QRW ZHOO GHVLJQHG WR GHDO ZLWK GLVDVWHU
P\RSLD DQG H[SRVXUH WR PDMRU VKRFNV RI XQNQRZQ SUREDELOLW\ VXFK DV D FROODSVH RI UHDO
HVWDWH SULFHV1 ,QVWHDG/ WKH SULPDU\ WKUXVW RI VXSHUYLVLRQ KDV EHHQ WR EHHQ WR DVVHVV WKH
FXUUHQW FRQGLWLRQ RI D EDQN1 :KLOH WKH LGHQWLILFDWLRQ RI ZHDN EDQNV LV XVHIXO IRU
PDQDJLQJ FULVHV/ LW LV LQDGHTXDWH IRU WKH SUHYHQWLRQ RI FULVHV1 7R SUHYHQW FULVHV WKH
VXSHUYLVRU\ SURFHVV PXVW LGHQWLI\ YXOQHUDEOH EDQNV EHIRUH WKH\ EHFRPH ZHDN EDQNV1
6XSHUYLVRUV H[SHULHQFH JUHDW GLIILFXOW\ LQ FRQVWUDLQLQJ D EDQN FXUUHQWO\ LQ JRRG
FRQGLWLRQ WKDW ZRXOG EH VHULRXVO\ GDPDJHG E\ D VKRFN RI XQNQRZQ SUREDELOLW\/ VLQFH
UHDVRQDEOH SHUVRQV FRXOG HDVLO\ GLVDJUHH1 1RQHWKHOHVV/ WKH FHQWUDO FRQFHUQ RI SUXGHQWLDO
VXSHUYLVLRQ VKRXOG EH WR LGHQWLI\ EDQNV WKDW DUH EHFRPLQJ KHDYLO\ H[SRVHG WR D PDMRU
VKRFN LQ RUGHU WR SUHYHQW H[SRVXUHV IURP JURZLQJ VR ODUJH WKDW WKH\ MHRSDUGL]H WKH
ILQDQFLDO V\VWHP1
5HDO HVWDWH0UHODWHG ORDQV KDYH FDXVHG VXFK VHULRXV SUREOHPV LQ VR PDQ\ FRXQWULHV WKDW
WKH DXWKRULWLHV VKRXOG PRQLWRU VXFK H[SRVXUHV FDUHIXOO\/ PHDVXULQJ WKH YXOQHUDELOLW\ RI
LQGLYLGXDO EDQNV DQG/ FRQVHTXHQWO\/ WKH YXOQHUDELOLW\ RI WKH EDQNLQJ V\VWHP1 2QFH
H[SRVXUH GDWD DUH FROOHFWHG/ WKH DXWKRULWLHV KDYH WKUHH EDVLF RSWLRQV1
8;
)LUVW/ WKH VXSHUYLVRUV FDQ UHWXUQ WKH LQIRUPDWLRQ WR WKH LQGLYLGXDO EDQNV/ SHUKDSV
DFFRPSDQLHG E\ VXSHUYLVRU\ FRPPHQWDU\/ EXW SHUPLW HDFK EDQN WR GHWHUPLQH ZKHWKHU LWV
8: 7KHUH LV HYLGHQFH WKDW ROG DQG QHZ 5(,7V DUH FRQYHUJLQJ/ ZLWK ROG 5(,7V EHFRPLQJ
PRUH OLNH QHZ 5(,7V +$PEURVH DQG /LQQHPDQ +4<<;,,19;
H[SRVXUH LV SUXGHQW1 7KLV LV D PHDVXUH0DQG0FRQIURQW DSSURDFK1 7R WKH H[WHQW WKDW
H[FHVVLYH H[SRVXUH LV LQDGYHUWHQW/ WKH UHVXOW RI LQDWWHQWLRQ RU SRRU FRPPXQLFDWLRQV
DPRQJ RSHUDWLQJ RIILFHUV/ VHQLRU PDQDJHPHQW DQG GLUHFWRUV/ WKLV PD\ EH VXIILFLHQW WR
SUHYHQW H[FHVVLYH YXOQHUDELOLW\1 %XW WKH EDQN PD\ DOUHDG\ EH DZDUH RI LWV H[SRVXUH WR WKH
ULVN RI D FROODSVH LQ UHDO HVWDWH SULFHV/ KDYLQJ PDGH D GHOLEHUDWH FKRLFH WR DFFHSW D ODUJHU
H[SRVXUH LQ WKH EHOLHI WKDW WKH ULVN RI D FROODSVH LQ UHDO HVWDWH SULFHV LV ORZ DQG LQ
DQWLFLSDWLRQ RI KLJKHU H[SHFWHG SURILWV1 ,QGHHG/ WKH EDQN PD\ WDNH FRPIRUW LQ WKH
NQRZOHGJH WKDW LWV SHHUV ZHUH HTXDOO\ H[SRVHG DQG VR WKH DSSURDFK PD\ SURYH ZKROO\
LQDGHTXDWH WR SUHYHQW V\VWHPLF YXOQHUDELOLW\1
6HFRQG/ WKH VXSHUYLVRU\ DJHQF\ PD\ UHOHDVH H[SRVXUH GDWD WR WKH SXEOLF LQ WKH KRSH
WKDW PDUNHWV ZLOO GLVFLSOLQH EDQNV WKDW DUH YLHZHG DV H[FHVVLYHO\ H[SRVHG1
8< 7KH
GLVFORVXUH RI H[SRVXUH GDWD/ KRZHYHU/ PD\ UHYHDO SURSULHWDU\ LQIRUPDWLRQ/ DEURJDWH
FRQILGHQWLDO UHODWLRQVKLSV DQG/ LI GLVFORVXUH RFFXUV RQO\ DIWHU WKH VKRFN/ XQGHUPLQH
FRQILGHQFH1 0RUHRYHU/ LW PD\ QRW VXFFHHG LQ FRQVWUDLQLQJ H[SRVXUHV EHFDXVH FUHGLWRUV
PD\ DOVR VXIIHU IURP GLVDVWHU P\RSLD DQG QRW SHUFHLYH WKH ULVN RU WKH\ PD\ EHOLHYH WKH\
FDQ LJQRUH WKH ULVN/ LQ WKH H[SHFWDWLRQ WKDW WKH\ ZLOO EH SURWHFWHG E\ WKH VDIHW\ QHW LQ WKH
HYHQW RI WURXEOH1
7KLUG/ WKH VXSHUYLVRU FDQ VSHFLI\ VWUHVV WHVWV WKDW EDQNV VKRXOG EH SUHSDUHG WR PHHW1
7KLV ZRXOG FRQVWLWXWH VSHFLI\LQJ WKH PLQLPXP GHFOLQH LQ UHDO HVWDWH SULFHV WKDW WKH EDQN
8; *XWWHQWDJ DQG +HUULQJ +4<;<, GLVFXVV WKHVH DSSURDFKHV LQ PXFK JUHDWHU GHWDLO LQ WKH
FRQWH[W RI FRXQWU\ OHQGLQJ1
8< $Q H[DPSOH RI WKLV DSSURDFK LV WKH UHTXLUHPHQW HVWDEOLVKHG LQ WKH ZDNH RI WKH 0H[LFDQ
GHEW FULVLV E\ WKH 86 6HFXULWLHV DQG ([FKDQJH &RPPLVVLRQ DQG WKH EDQN UHJXODWRU\
DJHQFLHV WKDW WKH EDQN KROGLQJ FRPSDQLHV SXEOLFO\ GLVFORVH DQ\ FRQFHQWUDWLRQ RI FRXQWU\
ULVN H[SRVXUH WKDW H[FHHGHG WKUHH0TXDUWHUV RI 4 SHUFHQW RI LWV WRWDO DVVHWV19<
VKRXOG EH DEOH WR VXVWDLQ ZLWKRXW UHFRXUVH WR RIILFLDO DVVLVWDQFH1
93 8QGHU WKH VWUHVV0WHVW
DSSURDFK/ LI WKH EDQN¶V FULWLFDO VKRFN PDJQLWXGH – WKH GHFOLQH LQ UHDO HVWDWH SULFHV WKDW
ZRXOG H[KDXVW WKH EDQN¶V FDSDFLW\ WR EHDU ORVV – ZHUH OHVV WKDW WKH PLQLPXP GHFOLQH LQ
UHDO HVWDWH SULFHV VSHFLILHG LQ WKH VWUHVV WHVW/ WKH EDQN ZRXOG EH UHTXLUHG WR UHGXFH LWV
H[SRVXUH RU LQFUHDVH LWV FDSDFLW\ WR EHDU ORVV XQWLO LW LV DEOH WR VXVWDLQ WKH RIILFLDOO\
VSHFLILHG/ PLQLPXP GHFOLQH LQ UHDO HVWDWH SULFHV ZLWKRXW UHFRXUVH WR RIILFLDO DVVLVWDQFH1
7KH EDVLF SUREOHP ZLWK WKLV DSSURDFK LV WKDW MXGJPHQWV DERXW ZKHWKHU H[SRVXUH WR
UHDO HVWDWH ULVN LV H[FHVVLYH DQG ZKDW WKH PLQLPXP GHFOLQH LQ UHDO HVWDWH SULFHV VKRXOG EH
DUH LQKHUHQWO\ VXEMHFWLYH1 ,Q WKH DEVHQFH RI NQRZOHGJH DERXW WKH SUREDELOLW\ RI D VKRFN/
LW LV LPSRVVLEOH WR GHPRQVWUDWH REMHFWLYHO\ WKDW D ODUJH UHDO HVWDWH H[SRVXUH JLYHV ULVH WR
DQ H[FHVVLYH SUREDELOLW\ RI IDLOXUH1
,Q DGGLWLRQ WR VWUHVV WHVWV/ VXSHUYLVRUV VKRXOG LQVLVW WKDW EDQNV KDYH D ULJRURXV
XQGHUZULWLQJ SURFHVV IRU UHDO HVWDWH ORDQV1 %DQNV VKRXOG KDYH H[SOLFLW XQGHUZULWLQJ
VWDQGDUGV WKDW DUH DSSURYHG E\ WKH ERDUG DQG WKH LPSOHPHQWDWLRQ RI WKHVH VWDQGDUGV
VKRXOG EH PRQLWRUHG E\ EDQN RIILFHUV ZKR DUH QRW FRPSHQVDWHG RQ WKH EDVLV RI UHYHQXH
IURP QHZ OHQGLQJ1 :KLOH LW LV XQGHVLUDEOH IRU WKH VXSHUYLVRUV WR DFWXDOO\ VHW XQGHUZULWLQJ
VWDQGDUGV/ WKH\ VKRXOG EH SUHSDUHG WR FKDOOHQJH DQ\ ZHDNHQLQJ RI VWDQGDUGV GXULQJ D WLPH
LQ ZKLFK UHDO HVWDWH SULFHV DUH ULVLQJ UDSLGO\1 $V ZH KDYH VHHQ/ DQ\ JLYHQ ORDQ0WR0YDOXH
UDWLR LV OLNHO\ WR EH PLVOHDGLQJ ZKHQ SULFHV DUH ULVLQJ UDSLGO\ EHFDXVH WKH FXUUHQW SULFH
ZLOO QRW UHIOHFW WKH ODJJHG VXSSO\ RI QHZ RIILFH VSDFH DV FRQVWUXFWLRQ LV LQLWLDWHG DQG
93 7KH %DVOH &RPPLWWHH KDV RXWOLQHG D VLPLODU DSSURDFK LQ WKH VXSHUYLVHG XVH RI LQWHUQDO
ULVN PRGHOV WR HVWLPDWH FDSLWDO UHTXLUHPHQWV IRU PDUNHW ULVN1 %DQNV XVLQJ WKLV DSSURDFK
PXVW FRQGXFW UHJXODU VWUHVV WHVWV WR JDXJH WKHLU YXOQHUDELOLW\ WR ORZ SUREDELOLW\ HYHQWV LQ
DOO PDMRU W\SHV RI ULVNV1:3
FRPSOHWHG LQ UHVSRQVH WR KLJKHU SULFHV1 7KXV VXSHUYLVRUV VKRXOG TXHVWLRQ VHULRXVO\
GHFLVLRQV WR UDLVH ORDQ0WR0YDOXH UDWLRV ZKHQ SULFHV DUH ULVLQJ UDSLGO\1
)URP D UHJXODWRU\ SHUVSHFWLYH/ SHUKDSV WKH PRVW LPSRUWDQW UHIRUP WR FRXQWHU GLVDVWHU
P\RSLD LV WR UHGXFH UHJXODWRU\ UHVWULFWLRQV RQ GLYHUVLILFDWLRQ1 /LEHUDOL]DWLRQ RI SRZHUV
IRU VROYHQW/ ZHOO0FDSLWDOL]HG EDQNV VKRXOG KHOS UHGXFH YXOQHUDELOLW\ WR IXWXUH VKRFNV1 7KH
JUHDWHU WKH GHJUHH RI GLYHUVLILFDWLRQ DFURVV DFWLYLWLHV DQG JHRJUDSKLF UHJLRQV/ WKH ORZHU
WKH YXOQHUDELOLW\ WR DQ\ SDUWLFXODU VKRFN/ HYHQ LI GLVDVWHU P\RSLD FDQQRW EH FRUUHFWHG1
,W LV DOVR LPSRUWDQW WR GHDO ZLWK IDFWRUV WKDW HQFRXUDJH GLVDVWHU P\RSLD1 2SDTXH
DFFRXQWLQJ SUDFWLFHV/ ZKLFK REVFXUH WKH PDJQLWXGH RI WKH H[SRVXUH RI WKH FRQVROLGDWHG
LQVWLWXWLRQ RU PDVN GHWHULRUDWLRQ LQ WKH PDUNHW YDOXH RI H[SRVXUHV/ DUH D IXQGDPHQWDO
VRXUFH RI YXOQHUDELOLW\1 7KH\ LPSHGH WKH DELOLW\ RI PDQDJHUV/ RZQHUV/ FUHGLWRUV/ DQG
VXSHUYLVRUV WR PRQLWRU LQVROYHQF\ H[SRVXUH DQG WKH\ PD\ DOVR PDNH D ULVN\ DFWLYLW\
DSSHDU PLVOHDGLQJO\ SURILWDEOH1 7KLV SUREOHP LV FRPSRXQGHG ZKHQ WKHVH IODZHG
PHDVXUHV RI SHUIRUPDQFH DUH XVHG WR VHW VDODULHV DQG ERQXVHV1 7KH OLQH RIILFHUV ZKR DUH
LQ WKH EHVW SRVLWLRQ WR DVVHV GDQJHUV RI LQFUHDVLQJ YXOQHUDELOLW\ VKRXOG KDYH LQFHQWLYHV
WKDW HQFRXUDJH WKHP WR WDNH D ORQJ0WHUP YLHZ RI WKH LQVWLWXWLRQ¶V H[SRVXUH1 7KLV
JHQHUDOO\ PHDQV FDOLEUDWLQJ ERQXVHV WR ORQJ0WHUP PHDVXUHV RI SURILWDELOLW\ UDWKHU WKDQ
VKRUW0WHUP UHWXUQV WKDW PDNH QR DGMXVWPHQW IRU UHVHUYHV DJDLQVW VKRFNV1:4
;17 0HDVXUHV WR &RXQWHU ,QDGHTXDWH ’DWD DQG :HDN $QDO\VLV
5HDO HVWDWH LQYHVWRUV LQ JHQHUDO DQG EDQNV FRXOG EHQHILW IURP WKH SXEOLFDWLRQ RI EHWWHU
LQIRUPDWLRQ UHOHYDQW WR WKH YDOXDWLRQ RI FRPPHUFLDO UHDO HVWDWH SURMHFWV1 7KHVH GDWD
VKRXOG LQFOXGH UHJXODU UHSRUWV RI SULFHV RI UHDO HVWDWH WUDQVDFWLRQV/ UHQWV/ LQGLFHV RI
FRQVWUXFWLRQ FRVWV/ YDFDQF\ UDWHV/ EXLOGLQJ SHUPLWV/ QHZ FRQVWUXFWLRQ FRQWUDFWV/ DV ZHOO DV
WKH PDFUR GDWD WKDW DUH XVHIXO IRU SUHGLFWLQJ GHPDQG IRU FRPPHUFLDO UHDO HVWDWH1 7KLV
LQIRUPDWLRQ FRXOG EH VXSSOLHG E\ D SULYDWH0VHFWRU UHVHDUFK RU UDWLQJV RUJDQL]DWLRQ/ EXW DV
D SUDFWLFDO PDWWHU WKH JRYHUQPHQW PD\ QHHG WR WDNH WKH OHDG LQ HVWDEOLVKLQJ WKH IRUPDW/
IUHTXHQF\/ DQG FUHGLELOLW\ RI UHSRUWV1
$OWKRXJK DQ DFWLYH PDUNHW SDUWLFLSDQW PD\ EH JDWKHULQJ PXFK RI WKLV LQIRUPDWLRQ
IURP LWV RZQ DFWLYLWLHV LQ WKH PDUNHW/ LW PD\ EH UHOXFWDQW WR GLVFORVH WKH LQIRUPDWLRQ WR
RWKHU SDUWLFLSDQWV EHFDXVH WKH LQIRUPDWLRQ ZLOO ORVH LWV SURSULHWDU\ YDOXH1 0RUHRYHU/ D
SDUWLFLSDQW ZLWK ODUJH LQYHVWPHQWV LQ WKH UHDO HVWDWH PDUNHW PD\ EH HVSHFLDOO\ KHVLWDQW WR
UHOHDVH LQIRUPDWLRQ WKDW LPSOLHV UHDO HVWDWH SULFHV VKRXOG IDOO DQG PD\ HYHQ EH WHPSWHG WR
GLVWRUW WKH LQIRUPDWLRQ IRU LWV RZQ VWUDWHJLF DGYDQWDJH1 6LQFH EHWWHU LQIRUPDWLRQ LV OLNHO\
WR UHGXFH WKH DPSOLWXGH RI UHDO HVWDWH F\FOHV DQG UHGXFH WKH YXOQHUDELOLW\ RI WKH ILQDQFLDO
V\VWHP WR D FROODSVH LQ UHDO HVWDWH SULFHV/ WKHUH DUH VXEVWDQWLDO SRWHQWLDO SRVLWLYH
H[WHUQDOLWLHV WR EH UHDOL]HG ZKLFK PD\ MXVWLI\ RIILFLDO LQWHUYHQWLRQ/ SHUKDSV IXQGHG E\ D
WD[ RQ UHDO HVWDWH DFWLYLW\1
;18 0HDVXUHV WR &RXQWHU 3HUYHUVH ,QFHQWLYHV
,Q FRQWUDVW WR WKH PHDVXUHV IRU FRXQWHULQJ GLVDVWHU P\RSLD/ WKH PHDVXUHV IRU
FRXQWHULQJ SHUYHUVH LQFHQWLYHV IRU WDNLQJ H[FHVVLYH ULVN DUH TXLWH VWUDLJKWIRUZDUG1 7KH
ILUVW SULQFLSOH LV WR UHIUDLQ IURP SURYLGLQJ IXOO SURWHFWLRQ IRU DOO EDQN FUHGLWRUV –:5
HVSHFLDOO\ VRSKLVWLFDWHG FUHGLWRUV VXFK DV FRUSRUDWLRQV/ RWKHU EDQNV/ DQG LQVWLWXWLRQDO
LQYHVWRUV1 7KLV LV ODUJHO\ D PDWWHU RI SULYDWL]LQJ RU FORVHO\ FRQVWUDLQLQJ WKH SRZHUV RI
VWDWH0RZQHG EDQNV DQG HQGLQJ LPSOLFLW GHSRVLW LQVXUDQFH IRU RWKHU EDQNV1 $ SROLF\ RI
￿WRR ELJ WR IDLO¶ SODFHV WKH HQWLUH EXUGHQ RI PRQLWRULQJ ULVN WDNLQJ RQ WKH VXSHUYLVRU\
DXWKRULWLHV1 2QH FOHDU OHVVRQ IURP WKH SUHFHGLQJ H[DPSOHV LV WKDW WKH DXWKRULWLHV DUH
VHOGRP DEOH WR PHHW WKH FKDOOHQJH1
$IWHU D FRVWO\ VHULHV RI EDQN IDLOXUHV GXULQJ WKH 4<;3V/
94 LQ VXEVWDQWLDO PHDVXUH GXH WR
GLVDVWURXV UHDO HVWDWH ORDQV/ WKH 86 &RQJUHVV SDVVHG QHZ OHJLVODWLRQ GHVLJQHG WR HOLPLQDWH
+RU DW OHDVW JUHDWO\ UHGXFH, PRUDO KD]DUG LQFHQWLYHV IRU GHSRVLWRU\ LQVWLWXWLRQV WR DVVXPH
H[FHVVLYH ULVNV1 7KH )HGHUDO ’HSRVLW ,QVXUDQFH &RUSRUDWLRQ ,PSURYHPHQW $FW +)’,&,$,
DWWHPSWHG WR DFKLHYH WKLV HQG E\ FRQVWUDLQLQJ WKH VFRSH IRU EDQN VXSHUYLVRU\ DXWKRULWLHV
WR H[HUFLVH IRUEHDUDQFH DW WKH H[SHQVH RI WD[SD\HUV1
)’,&,$ DWWHPSWHG WR HQG LPSOLFLW GHSRVLW LQVXUDQFH LQ WZR ZD\V1 )LUVW/ LW UHTXLUHG
WKDW WKH GHSRVLW LQVXUDQFH DJHQF\ XVH WKH OHDVW FRVWO\ PHWKRG RI UHVROYLQJ IDLOHG EDQNV
FDOFXODWHG DFFRUGLQJ WR WKH DVVXPSWLRQ WKDW WKH GHSRVLW LQVXUDQFH DJHQF\ LV OLDEOH RQO\ IRU
LQVXUHG GHSRVLWV1 7KLV DSSURDFK WR UHVROXWLRQ ZRXOG VKDUSO\ OLPLW SXUFKDVH DQG
DVVXPSWLRQ WUDQVDFWLRQV WKDW SURYLGHG SURWHFWLRQ IRU DOO EDQN FUHGLWRUV ZKHWKHU LQVXUHG RU
QRW1
6HFRQG/ )’,&,$ DWWHPSWHG WR HQG OHQGHU0RI0ODVW0UHVRUW DVVLVWDQFH WR LQVROYHQW EDQNV1
,W DWWHPSWV WR GHWHU WKH )HG IURP H[WHQGLQJ OHQGHU0RI0ODVW0UHVRUW DVVLVWDQFH WR LQVROYHQW
EDQNV E\ GHSULYLQJ WKH )HG RI WKH SURWHFWLRQ RI FROODWHUDO ZKHQ LW PDNHV DGYDQFHV WR
94 %HWZHHQ 4<;3 DQG 4<<4/ 43 SHUFHQW RI DOO EDQNV LQ WKH 8QLWHG 6WDWHV DQG 58 SHUFHQW RI
DOO 6DYLQJV DQG /RDQ $VVRFLDWLRQV IDLOHG DQG PDQ\ PRUH GHSRVLWRU\ LQVWLWXWLRQV ZHUH LQ
H[WUHPHO\ IUDJLOH ILQDQFLDO FRQGLWLRQ1:6
EDQNV QHDU LQVROYHQF\1 $ PDMRU H[FHSWLRQ UHPDLQV LI WKH )HG DQG WKH 6HFUHWDU\ RI WKH
7UHDVXU\ DJUHH WKDW VXFK DGYDQFHV DUH QHFHVVDU\ WR SUHYHQW ‡D VHYHUH DGYHUVH HIIHFW RQ «
WKH QDWLRQDO HFRQRP\1· :KHWKHU WKLV ZLOO EH D VLJQLILFDQW FRQVWUDLQW RQ )HG EHKDYLRU
ZKHQ D ODUJH EDQN LV LQ MHRSDUG\ UHPDLQV WR EH VHHQ1 %XW WKHUH LV DW OHDVW VRPH UHDVRQ WR
GRXEW WKDW SURWHFWLRQ ZLOO EH DXWRPDWLF1 7KDW DORQH VKRXOG HQKDQFH PDUNHW GLVFLSOLQH1
95
,Q DGGLWLRQ WR UHPRYLQJ WKH SURWHFWLRQ RI WKH VDIHW\ QHW IRU XQLQVXUHG FUHGLWRUV/
)’,&,$ KDV VRXJKW WR FRXQWHU PRUDO KD]DUG E\ SUHYHQWLQJ EDQNV IURP RSHUDWLQJ ZLWKRXW
VXEVWDQWLDO DPRXQWV RI VKDUHKROGHUV¶ IXQGV DW ULVN1 2QH FOHDU OHVVRQ IURP WKH FROODSVH RI
WKH 86 6DYLQJV DQG /RDQ LQGXVWU\ LV WKDW ORVVHV VXUJH DV LQVWLWXWLRQV EHFRPH
GHFDSLWDOL]HG DQG VKDUHKROGHUV DQG PDQDJHUV DUH WHPSWHG WR SOD\ JR IRU EURNH1 )’,&,$
DWWHPSWV WR UHGXFH WKH VFRSH IRU IRUEHDUDQFH E\ UHSODFLQJ VXSHUYLVRU\ GLVFUHWLRQ ZLWK
UXOHV1 7KHVH UXOHV DUH GHVLJQHG WR VWLPXODWH SURPSW FRUUHFWLYH DFWLRQ DV VRRQ DV D EDQN¶V
FDSLWDO SRVLWLRQ GHWHULRUDWHV1 7KH VDQFWLRQV DUH VLPLODU WR WKH FRQGLWLRQV WKDW EDQNV
LPSRVH RQ WKHLU ERUURZHUV ZKHQ WKHLU ILQDQFLDO FRQGLWLRQ GHWHULRUDWHV1 7KH\ EHFRPH
LQFUHDVLQJO\ VHYHUH DV D EDQN¶V FDSLWDO SRVLWLRQ HURGHV IURP WKH ZHOO0FDSLWDOL]HG ]RQH
GRZQ WKURXJK WKUHH RWKHU ]RQHV WR WKH FULWLFDOO\ XQGHUFDSLWDOL]HG ]RQH LQ ZKLFK WKH
VXSHUYLVRU PXVW DSSRLQW D UHFHLYHU RU FRQVHUYDWRU ZLWKLQ <3 GD\V1 ,I WKH EDQN LV YLDEOH/
WKH WKUHDW RI LQFUHDVLQJO\ VHYHUH VDQFWLRQV ZLOO LQGXFH VKDUHKROGHUV WR UHFDSLWDOL]H WKH
EDQN1 %XW WKH DLP LV WR HQVXUH WKDW SURPSW FRUUHFWLYH DFWLRQ LV WDNHQ – HLWKHU E\ WKH
VKDUHKROGHUV RU E\ VXSHUYLVRU\ DXWKRULWLHV – EHIRUH WKH EDQN¶V FDSLWDO LV GHSOHWHG1
95 )ODQQHU\ DQG 6RUHVFX +4<<7, SUHVHQW HYLGHQFH WKDW WKH SULFLQJ RI VXERUGLQDWHG GHEW KDV
EHFRPH PRUH VHQVLWLYH WR EDQN ULVN DV WKH DXWKRULWLHV KDYH VWRSSHG VKLHOGLQJ KROGHUV RI
VXERUGLQDWHG GHEW IURP ORVV1:7
$OWKRXJK )’,&,$ FDOOV IRU DFFRXQWLQJ UHIRUPV WKDW ZRXOG PRYH UHJXODWRU\ PHDVXUHV
RI FDSLWDO FORVHU WR PDUNHW YDOXHV/ OLWWOH SURJUHVV KDV EHHQ PDGH1 7KLV LV D FUXFLDO
RPLVVLRQ1 7KH UXOHV IRU SURPSW FRUUHFWLYH DFWLRQ ZLOO EH HIIHFWLYH RQO\ WR WKH H[WHQW WKH\
FDSWXUH WKH GHWHULRUDWLRQ LQ WKH HFRQRPLF YDOXH RI FDSLWDO1 ,I DFFRXQWLQJ FRQYHQWLRQV GR
QRW UHIOHFW FKDQJHV LQ PDUNHW YDOXHV/ WKHQ H[SRVXUHV ZLOO EH PRUH GLIILFXOW WR PRQLWRU
EHIRUH D VKRFN1 $QG/ DIWHU D VKRFN/ WKH VXSHUYLVRU\ DXWKRULWLHV ZLOO UHWDLQ D VLJQLILFDQW
DPRXQW RI GLVFUHWLRQ WR H[HUFLVH IRUEHDUDQFH1 8QGHU VXFK FRQGLWLRQV/ FRUUHFWLYH DFWLRQ LV
XQOLNHO\ WR EH SURPSW1 ,QGHHG/ LW PD\ QRW EH IRUWKFRPLQJ DW DOO1 :LWKRXW PRUH
WUDQVSDUHQW DFFRXQWLQJ SUDFWLFHV/ LW ZLOO EH GLIILFXOW IRU VXSHUYLVRUV WR PRQLWRU WKH PRUDO
KD]DUG LQFHQWLYHV RI EDQNV DQG GLIILFXOW IRU WD[SD\HUV WR PRQLWRU WKH SHUIRUPDQFH RI WKHLU
DJHQWV/ WKH VXSHUYLVRUV1
<1 &RQFOXGLQJ &RPPHQW
$V ZH KDYH LOOXVWUDWHG LQ ILYH YHU\ GLIIHUHQW LQVWLWXWLRQDO VHWWLQJV UHDO HVWDWH ERRPV
RIWHQ HQG LQ EDQNLQJ EXVWV1 %HFDXVH UHDO HVWDWH LV LQ IL[HG VXSSO\ +DW OHDVW LQ WKH VKRUW
WHUP,/ DQG LV GLIILFXOW WR VHOO VKRUW/ UHDO HVWDWH PDUNHWV DUH YXOQHUDEOH WR ZDYHV RI
RSWLPLVP1
7KH H[WHQW DQG GXUDWLRQ RI WKH UHVXOWLQJ ULVH LQ SULFHV ZLOO EH LQFUHDVHG VR ORQJ DV
EDQNV DXJPHQW WKH ILQDQFLDO UHVRXUFHV RI WKH RSWLPLVWV1 7KH ZLOOLQJQHVV RI EDQNV WR
LQFUHDVH WKHLU H[SRVXUH WR UHDO HVWDWH OHQGLQJ LV OLNHO\ WR LQFUHDVH WR WKH H[WHQW WKDW WKH\
DQG WKHLU VXSHUYLVRUV DUH VXEMHFW WR GLVDVWHU P\RSLD1
0RUDO KD]DUG DOVR SOD\V D FULWLFDO UROH/ HVSHFLDOO\ ZKHQ EDQN VKDUHKROGHUV KDYH
OLWWOH WR ORVH DQG EDQN GHSRVLWRUV EHOLHYH WKH\ ZLOO EH SURWHFWHG E\ WKH VDIHW\ QHW1 7KHVH
SHUYHUVH LQFHQWLYHV SODFH D KHDY\ EXUGHQ RQ UHJXODWRUV DQG VXSHUYLVRUV/ ZKLFK IHZ KDYH:8
EHHQ DEOH WR VKRXOGHU1 :KHQ EDQN FDSLWDO SRVLWLRQV ZHDNHQ/ WKH\ RIWHQ IRUEHDU/ KRSLQJ
IRU WKH EHVW/ DQG WKH YXOQHUDELOLW\ RI WKH EDQNLQJ V\VWHP WR D FROODSVH LQ UHDO HVWDWH SULFHV
JURZV1
3RRU LQIRUPDWLRQ DQG LQDGHTXDWH DQDO\VLV FRQWULEXWH WR JURZLQJ YXOQHUDELOLW\1
,QDGHTXDWH DFFRXQWLQJ PD\ KLGH PRXQWLQJ H[SRVXUHV IURP PDQDJHUV DQG WKHLU
VKDUHKROGHUV/ FUHGLWRUV DQG VXSHUYLVRUV1 ,QDGHTXDWH DSSUDLVDOV/ E D V H GR QU H F H Q WS U L F H V /
WHQG WR MXVWLI\ IXUWKHU OHQGLQJ LQ D ERRP PDUNHW1 8QFULWLFDO UHOLDQFH RQ UHDO HVWDWH
FROODWHUDO FUHDWHV D IDOVH VHQVH RI VHFXULW\ DQG PD\ OHDG WR D ZHDNHQLQJ RI ORDQ
XQGHUZULWLQJ VWDQGDUGV LQ RWKHU OLQHV RI EXVLQHVV DV ZHOO1
:KHQ WKH UHDO HVWDWH ERRP EHJLQV WR FROODSVH/ EDQNV PD\ DOVR KDVWHQ WKH GHFOLQH
LQ UHDO HVWDWH SULFHV1 ’LVDVWHU P\RSLD PD\ WXUQ WR GLVDVWHU PDJQLILFDWLRQ OHDGLQJ WR D
ZLWKGUDZDO RI FUHGLW1 ,QDGHTXDWH GDWD EHFRPH D VRXUFH RI FRQFHUQ DQG JURXQGV IRU
VXVSLFLRQ1 7KH ODFN RI WUDQVSDUHQF\ PD\ FDXVH GHSRVLWRUV WR TXHVWLRQ LPSOLFLW
JXDUDQWHHV1 6XSHUYLVRUV PD\ UHDFW WR WKH FRQVHTXHQW ZHDNHQLQJ RI EDQN FDSLWDO E\
UHTXLULQJ WKH EDQNV ZULWH GRZQ QRQSHUIRUPLQJ UHDO HVWDWH DVVHWV DQG UDLVH QHZ FDSLWDO1
2U WKH\ PD\ FKRRVH WR IRUEHDU/ FRQWLQXLQJ WR KRSH WKDW UHDO HVWDWH SULFHV ZLOO UHFRYHU1
)RUEHDUDQFH PD\ DOVR KDYH VLJQLILFDQW FRVWV1 ,I GHFDSLWDOL]HG LQVWLWXWLRQV DUH
SHUPLWWHG WR RSHUDWH WKH\ PD\ EH WHPSWHG WR JDPEOH IRU UHGHPSWLRQ/ LQFUHDVLQJ ORVVHV
VWLOO IXUWKHU1 0RUHRYHU/ HYHQ LI WKH\ GR QRW JDPEOH IRU UHGHPSWLRQ/ EDQNV ZKLFK DUH
FULSSOHG E\ ODUJH KROGLQJV RI QRQSHUIRUPLQJ UHDO HVWDWH ORDQV ZLOO EH XQDEOH WR JHQHUDWH
VXIILFLHQW UHWDLQHG HDUQLQJV WR UHVWRUH WKHLU FDSLWDO LQ D WLPHO\ PDQQHU1 ,QVWHDG/ WKH\ ZLOO
VKHG DVVHWV/ VFDOLQJ EDFN QHZ OHQGLQJ WR DOO VHFWRUV RI WKH HFRQRP\ DQG GHFOLQLQJ WR UROO
RYHU RXWVWDQGLQJ ORDQV ZKHQ WKH\ PDWXUH1:9
,Q HFRQRPLHV ZKHUH EDQNV DUH WKH PDLQ VRXUFH RI ILQDQFLQJ/ WKLV FDQ KDYH D
GHYDVWDWLQJ LPSDFW RQ LQYHVWPHQW DQG HFRQRPLF JURZWK1 0RUHRYHU/ DV ZH KDYH VHHQ WKLV
SDVW \HDU/ DQ HFRQRP\ ZLWK D GHFDSLWDOL]HG EDQNLQJ V\VWHP LV KLJKO\ YXOQHUDEOH WR
H[WHUQDO VKRFNV VXFK DV IRUHLJQ H[FKDQJH FULVHV WKDW FDQ VHYHUHO\ GDPDJH WKH UHDO
HFRQRP\1::
5HIHUHQFHV
$PEURVH/ %UHQW/ 6XVDQ :DFKWHU/ DQG 3HWHU /LQQHPDQ/ +4<<:, ‡7KH :KDUWRQ 5HDO (VWDWH
,QGH[//· :KDUWRQ 5HDO (VWDWH 5HYLHZ 4=5/ SS1 6506<1
$PEURVH/ %UHQW DQG 3HWHU /LQQHPDQ/ +4<<;, ‡2OG 5(,7V DQG 1HZ 5(,7V/· ZRUNLQJ
SDSHU/ :KDUWRQ 5HDO (VWDWH &HQWHU1
%DQN IRU ,QWHUQDWLRQDO 6HWWOHPHQWV/ 99
WK $QQXDO 5HSRUW/ %DVOH/4 3-XQH 4<<91 31 4591
%HUJHU/ $OOHQ 11/ 5LFKDUG -1 +HUULQJ/ DQG *LRUJLR 31 6]HJ|/ +4<<8,/ ‡7KH UROH RI FDSLWDO
LQ ILQDQFLDO LQVWLWXWLRQV/· -RXUQDO RI %DQNLQJ ) )LQDQFH/ 4</ -XQH/ SS1 6<607631
&DUH\/ 0DUN 61/ +4<<3,/ )HHGLQJ WKH )DG= WKH )HGHUDO /DQG %DQNV/ /DQG 0DUNHW
(IILFLHQF\/ DQG WKH )DUP &UHGLW &ULVLV/ 3K1’1 GLVVHUWDWLRQ/ 8QLYHUVLW\ RI
&DOLIRUQLD DW %HUNHOH\1
&DUH\/ 0DUN 61/ +4<<6,/ ‡6QDFNLQJ DQG 6PRRWKLQJ= *DLQV 7UDGLQJ RI ,QYHVWPHQW
$FFRXQW 6HFXULWLHV E\ &RPPHUFLDO %DQNV/· ZRUNLQJ SDSHU/ %RDUG RI *RYHUQRUV
RI WKH )HGHUDO 5HVHUYH1
(WWLQ/ (GZDUG &1/ +4<<4,/ ‡7KH 0RUDO +D]DUG +\SRWKHVLV= 2SHQLQJ &RPPHQW/·L Q5 1- 1
+HUULQJ DQG $1&1 6KDK +HGV1,/ 5HIRUPLQJ WKH $PHULFDQ %DQNLQJ 6\VWHP/
3KLODGHOSKLD= 7KH :KDUWRQ )LQDQFLDO ,QVWLWXWLRQV &HQWHU/ SS14704:1
)ODQQHU\/ 0DUN -1 DQG 6101 6RUHVFX/ +4<<7,/ ‡’HWHFWLQJ EDQN PDUNHW GLVFLSOLQH XVLQJ
VXERUGLQDWHG GHEHQWXUH \LHOGV= 4<;604<<4/· 8QLYHUVLW\ RI )ORULGD ZRUNLQJ SDSHU/
1RYHPEHU1
*RHW]PDQQ/ :LOOLDP DQG 6XVDQ :DFKWHU/ +4<<9,/ 7 K HJ O R E D OU H D OH V W D W HF U D V K = HYLGHQFH
IURP DQ LQWHUQDWLRQDO GDWDEDVH/ :KDUWRQ 5HDO (VWDWH &HQWHU ZRUNLQJ SDSHU 4<91
*RHW]PDQQ/ :LOOLDP DQG 6XVDQ :DFKWHU/ +4<<8,/ ‡&OXVWHULQJ 0HWKRGV IRU 5HDO (VWDWH
3RUWIROLRV/· 5HDO (VWDWH (FRQRPLFV/ Y56/ SS1 5:406431
*ROGVWHLQ/ 0RUULV/ ’DYLG )RONHUWV0/DQGDX HW DO/ +4<<6,/ ,QWHUQDWLRQDO &DSLWDO 0DUNHWV/
3DUW ,,1 6\VWHPLF ,VVXHV LQ ,QWHUQDWLRQDO )LQDQFH/ :RUOG (FRQRPLF DQG )LQDQFLDO
6XUYH\V/ $XJXVW1
*XWWHQWDJ/ -DFN 01 DQG 5LFKDUG -1 +HUULQJ/ +4<;9,/ ‡)LQDQFLDO ,QQRYDWLRQV WR 6WDELOL]H
&UHGLW )ORZV WR ’HYHORSLQJ &RXQWULHV/· 6WXGLHV LQ %DQNLQJ DQG )LQDQFH/6 /SS1
59606371
*XWWHQWDJ/ -DFN 01 DQG 5LFKDUG -1 +HUULQJ/ +4<;8,/ &RPPHUFLDO %DQN /HQGLQJ WR
’HYHORSLQJ &RXQWULHV= )URP 2YHUOHQGLQJ WR 8QGHUOHQGLQJ WR 6WUXFWXUDO 5HIRUP/% LQ:;
,QWHUQDWLRQDO ’HEW DQG WKH ’HYHORSLQJ &RXQWULHV/ HGLWHG E\ *1 6PLWK DQG
-1&XGGLQJWRQ/ :RUOG %DQN1
*XWWHQWDJ/ -DFN 01 DQG 5LFKDUG -1 +HUULQJ/ +4<;7,/ ‡&UHGLW 5DWLRQLQJ DQG )LQDQFLDO
’LVRUGHU/· -RXUQDO RI )LQDQFH/ 6</ ’HFHPEHU/ SS1 468<046;51
*XWWHQWDJ/ -DFN 01 DQG 5LFKDUG -1 +HUULQJ/ +4<;9,/ ’LVDVWHU 0\RSLD LQ ,QWHUQDWLRQDO
%DQNLQJ/ 3ULQFHWRQ 8QLYHUVLW\ (VVD\V LQ ,QWHUQDWLRQDO )LQDQFH/ 1R1 497/
6HSWHPEHU1
+HUULQJ/ 5LFKDUG -1/ +4<;<,/ ‡7KH (FRQRPLFV RI :RUNRXW /HQGLQJ/· -RXUQDO RI 0RQH\/
&UHGLW/ DQG %DQNLQJ/ 9RO1 54/ 1R14 /)HEUXDU\/ SS1 40481
+HUULQJ/ 5LFKDUG +4<<9,/ ‡%DQNLQJ ’LVDVWHUV= &DXVHV DQG 3UHYHQWDWLYH 0HDVXUHV= 6RPH
([WUDSRODWLRQV IURP 5HFHQW 8161 ([SHULHQFH/· SDSHU SUHVHQWHG DW WKH )RXQGDWLRQ
IRU $GYDQFHG ,QIRUPDWLRQ DQG 5HVHDUFK +)$,5,2:KDUWRQ -RLQW &RQIHUHQFH RQ
,VVXHV LQ ,QWHUQDWLRQDO 5LVN= 7KH -DSDQHVH %DQNLQJ 6\VWHP/·7 R N \ R / -DSDQ1
,EERWVRQ/ 5RJHU *1 DQG /DUU\ 6LHJHO/ +4<;7 ,/ ‡5HDO (VWDWH 5HWXUQV= $ &RPSDULVRQ :LWK
2WKHU ,QYHVWPHQWV/· $5(8($/ Y45+6, SS1 54<05751
,QWHUQDWLRQDO 0RQHWDU\ )XQG/ +4<<:,/ :RUOG (FRQRPLF 2XWORRN/ ,QWHULP $VVHVVPHQW/
’HFHPEHU/ S1 841
-DIIHH/ ’ZLJKW 01/ +4<<7,/ 7KH 6ZHGLVK 5HDO (VWDWH &ULVLV/ 616 5HSRUW/ 6WRFNKROP/
2FWREHU1
.DQH/ (GZDUG -1 DQG 3DWULF +HQGHUVKRWW/ +4<<8,/ ‡86 2IILFH 0DUNHW 9DOXHV ’XULQJ WKH
3DVW ’HFDGH= +RZ GLVWRUWHG KDYH DSSUDLVDOV EHHQ"· 5HDO (VWDWH (FRQRPLFV/
9RO156/ 5/ SS1 43404491
.H\QHV/ -RKQ 01/ +4<64,/ ‡7KH &RQVHTXHQFHV WR WKH %DQNV RI WKH &ROODSVH LQ 0RQH\
9DOXHV/·L Q(VVD\V LQ 3HUVXDVLRQ/ &ROOHFWHG :ULWLQJV RI -1 01 .H\QHV/ [L/ /RQGRQ=
0DFPLOODQ1
.UXJPDQ/ 3DXO/ +4<<;,/ ‡:KDW +DSSHQHG WR $VLD"· 0,7 ZRUNLQJ SDSHU/ -DQXDU\1
/LWDQ/ 5REHUW (1/ +4<<5,/ ‡%DQNV DQG 5HDO (VWDWH= 5HJXODWLQJ WKH 8QKRO\ $OOLDQFH/·L Q
5HDO (VWDWH DQG WKH &UHGLW &UXQFK/ H G L W H GE \/ 1%URZQ DQG (1 5RVHQJUHQ/ )HGHUDO
5HVHUYH %DQN RI %RVWRQ/ SS1 4;:054:1
0DLVHO/ 6KHUPDQ/ +4<<5,/ ‡’LVFXVVLRQ/·L Q5HDO (VWDWH DQG WKH &UHGLW &UXQFK/ HGLWHG E\
/1 %URZQ DQG (1 5RVHQJUHQ/ )HGHUDO 5HVHUYH %DQN RI %RVWRQ/ SS1 556055<1
0DFH\/ -RQDWKDQ 51/ +4<<7,/ 7KH )XWXUH 5HJXODWLRQ DQG ’HYHORSPHQW RI WKH 6ZHGLVK
%DQNLQJ ,QGXVWU\/ 2FFDVLRQDO 3DSHU 1R1 89/ 616/ 6WRFNKROP/ 0D\1:<
0\HUV/ 6WHZDUW &1/ +4<::,/ ‡’HWHUPLQDQWV RI &RUSRUDWH %RUURZLQJ/· -RXUQDO RI )LQDQFLDO
(FRQRPLFV/8 /1RYHPEHU/ SS1 47:04:81
2JDZD/ $OLFLD/ +4<<8,/ ‡7HVWLPRQ\ EHIRUH WKH +RXVH &RPPLWWHH RQ %DQNLQJ DQG
)LQDQFLDO 6HUYLFHV/· 2FWREHU 491
5RVHQ/ .HQQHWK 71/ +4<;7,/ ‡7RZDUG D 0RGHO RI WKH 2IILFH %XLOGLQJ 6HFWRU/· $58($
-RXUQDO/ 9RO1 45/ 1R16/ SS1594059<1
6LPRQ/ +HUEHUW $1/ +4<:;,/ ‡5DWLRQDOLW\ DV 3URFHVV DQG DV 3URGXFW RI 7KRXJKWV/·
$PHULFDQ (FRQRPLF 5HYLHZ/ 9;/ 0D\/ SS1 40491
6KLOOLQJ/ -1/ &1 )1 6LUPDQV/ - &RUJHO/ +4<;:,1 ‡3ULFH $GMXVWPHQW 3URFHVV IRU 5HQWDO 2IILFH
6SDFH/·L Q-RXUQDO RI 8UEDQ (FRQRPLFV 55= SS1 <304331
7YHUVN\/ $PRV DQG ’DQLHO .DKQHPDQ/ +4<;5,/ ‡$YDLODELOLW\= $ +HXULVWLF IRU -XGJLQJ
)UHTXHQF\ DQG 3UREDELOLW\/·L Q’ 1.DKQHPDQ/ 31 6ORYLF/ DQG $1 7YHUVN\/ HGV1/
-XGJPHQW XQGHU 8QFHUWDLQW\= +HXULVWLFV DQG %LDVHV/ 1HZ <RUN= &DPEULGJH
8QLYHUVLW\ 3UHVV/ SS1 49604:;1
8HGD/ .D]XR/ +4<<9,/ ‡&DXVHV RI WKH %DQNLQJ ,QVWDELOLW\ LQ -DSDQ LQ WKH 4<<3V/· SDSHU
SUHSDUHG IRU WKH )$,50:KDUWRQ FRQIHUHQFH LQ 7RN\R/ $XJXVW 631
8QJSUDNRUQ/ 3HWHU/ +4<;:,/ ‡5HJXODWRUV 8QGHU )LUH RYHU 6LDP FLW\ $IIDLU/· )LQDQFLDO
7LPHV/ -DQXDU\ 63/ 4<;:/ S1 581
:KHDWRQ/ :1&1 DQG 51*7 R U W R / +4<;;,/ 9DFDQF\ 5DWHV DQG WKH )XWXUH RI 2IILFH 0DUNHW
5HQWV1 7KH -RXUQDO RI $PHULFDQ 5HDO (VWDWH ) 8UEDQ (FRQRPLFV $VVRFLDWLRQ 49>
SS176307691
<RVKLWRPL/ 0DVDUX/ +4<<9,/ ‡7KH ￿MXVHQ¶ GHEDFOH DQG -DSDQHVH HFRQRP\/· VSHHFK
GHOLYHUHG DW WKH :HLVV &HQWHU ,QWHUQDWLRQDO /HFWXUH 6HULHV/ $SULO 4:1;3





x 9DOXH RI 5HDO (VWDWH $VVHWV
2ZQHG
x 9DOXH RI /RDQV &ROODWHUDOL]HG E\
5HDO (VWDWH






’HPDQG IRU 5HDO (VWDWH
6XSSO\ RI &UHGLW;4
)LJXUH 51 :KHQ 5HVHUYDWLRQ 3ULFHV DUH 8QLIRUPO\ ’LVWULEXWHG





)LJXUH 61 ’LVDVWHU 0\RSLD;5
)LJXUH 81 ,QIODWLRQ $GMXVWHG 2IILFH %XLOGLQJ 3ULFHV LQ 6WRFNKROP 4<;304<<61
)LJXUH 71 ,QIODWLRQ $GMXVWHG $YHUDJH )DUPODQG 3ULFHV/ 4<9304<;;1;6







4<;3 4<;4 4<;5 4<;6 4<;7 4<;8 4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5
6RXUFH= %,6 +4<<6/ S148<, IURP -RQHV /DQJ :RRWWRQ DQG YDULRXV SULYDWH UHDO HVWDWH DVVRFLDWLRQ1
’DWD IURP 4<;3 WR 4<;8 DUH LQWHUSRODWHG IURP WKH SHULRG DYHUDJH1



































































































4<;4 4<;5 4<;6 4<;7 4<;8 4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8 4<<9
(
6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/4 < < 9
,0) :RUOG (FRQRPLF 2XWORRN/ ’HFHPEHU 4<<:
)LJXUH 441;9



















































































6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/ 4<<9
)LJXUH 471








4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8 4<<9
(
6RXUFH= 7KH %DQN RI 7KDLODQG;;









4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8
6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/ 4<<9
(VWDEOLVKPHQW RI %,%)












4<;4 4<;5 4<;6 4<;7 4<;8 4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8
(
6RXUFHª ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV;<
6833/< 67$786/ ’HFHPEHU 4<<8
4<;3 4<;8 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8 $YDLODEOH 6SDFH XQGHU
7RWDO IRU OHDVHV FRQVWUXFWLRQ
7RWDO
4 719 491< 4<18 53 5315 5318 4<17 4915 4716 5;6714 77415 4515
$WODQWD/ *$ 43 54 4<1< 4<14 4<18 4<17 491; 46 4317 ;;1; <15 514
%DOWLPRUH/ 0’ :15 4418 4917 53 54 5319 4:16 4818 4: 74 : 315
%RVWRQ/ 0$ 61; 4614 4816 4<19 4<14 4:18 4:1: 4616 4317 46916 4715 314
&KDUORWWH/ 1& 491: 4716 4918 4<17 43 ;1< 5415 41< 31:
&KLFDJR/ ,/ : 4918 4: 4;19 53 5514 5417 4;1: 4818 4;;19 5<16 3
’DOODV/ 7; ;19 56 591< 581; 59 6416 5<18 541: 4;1: 44917 541; 315
’HQYHU/ &2 919 571: 5914 571; 56 5418 481< 451; 4514 9;18 ;16 317
’HWURLW/ 0, 5417 4<1: 491< 9:15 4417 3
+RXVWRQ/ 7; 7 5:19 5:18 571< 5:16 5: 5814 571: 541< 48:19 6718 3
,QGLDQDSROLV/ ,1 53 5415 5417 5517 4;1; 4;17 4716 59 61: 315
.DQVDV &LW\/ 02 715 4915 481; 4714 491< 4815 461< 4418 <14 631: 51; 314
/RV $QJHOHV/ &$ 31< 4816 4<1: 491; 5315 5415 54 4<19 5615 55318 8415 318
0LDPL/ )/ 517 531< 55 5617 5519 4;18 4< 4817 461; 7319 819 31:
0LOZDXNHH/ :, 5317 551< 4<18 4;17 54 4:19 4916 57 61< 316
1HZ 2UOHDQV/ /$ 541; 581: 5< 58
1HZ <RUN/ 1<
5 614 :1< 4814 49 4;1; 4;16 4:1< 4916 4: 64<15 8715 3
3KLODGHOSKLD/ 3$ 916 4718 4916 4;15 4:16 4< 4:1; 4916 4915 :31< 4418 314
3LWWVEXUJK/ 3$ 415 4916 4916 4715 4: 481; 4718 6919 816 314
6DQ ’LHJR/ &$ 571: 4:19 4<18 561: 561; 5514 4;1; 4:17 6:18 918 316
6DQ )UDQFLVFR/ &$ 317 461: 481: 471: 4616 4518 461: 441: 4315 8617 817 3
6HDWWOH/ :$ 4517 4516 451; 481< 4:19 471: :14 571; 41; 3
6W1 /RXLV/ 02 5519 54 5318 541; 4<14 4;14 451: 6516 714 314
:DVKLQJWRQ/ ’& 518 < 4717 4< 4:19 4817 4714 4617 431; 5531; 561< 41:
4 ,QFOXGHV RWKHU FLWLHV QRW VKRZQ VHSDUDWHO\1 ,Q 4<<6/ 84 FLWLHV ZHUH FRYHUHG1
5 5HIHUV WR 0DQKDWWDQ1
+6WDWLVWLFDO $EVWUDFW RI WKH 8QLWHG 6WDWHV/ 4<<9,
&,7<
7DEOH 41 9DFDQF\ 5DWHV 0 0DMRU &LWLHV
9$&$1&< 5$7( )25 (;,67,1* 63$&(
([LVWLQJ 6SDFH
+PLOOLRQ VTXDUH IHHW, +SHUFHQW,<3
5(,7V
5 DQG 3HQVLRQ )XQG )RUHLJQ7 R W D O 6 X SSO \(VWLPDWHG








;5 63 817 415 691: 8915 0861; <3
;6 9; 819 714 ::1: 561< 3 433
;7 <7 816 518 4341; :5 5<1; 438
;8 <9 ;15 7 443 7:1; <514 447
;9 455 91; 517 :18 46;1; 7915 4;71: 459
;: 44: 417 716 451< 46818 6718 5;81; 46;
;; 44: 515 916 4919 47514 8816 6:519 479
;< 4; 41; 715 471< 6;1< 9<18 6741< 46<
<3 ; 415 816 4615 5:1: 8:14 64519 466
<4 07 419 04 815 41< 591< 5;:19 463
<5 07; 5 518 4 07519 7<1; 4<816 44<
<6 045 4615 417 0518 314 8616 47514 446
<7 6 4414 314 0915 ; 8817 <71: 43;
<8 0:18 ;15 919 0;1< 0418 9514 6414 436
<9 5718 4516 7 3 731; 79 581; 435
6RXUFH= )HGHUDO 5HVHUYH %XOOHWLQ +7DEOH 418<,
6RXUFH= 1$5(,7
6\QGLFDWH FDSLWDO IORZ LV HVWLPDWHG DW ’8 ELOOLRQ SHU \HDU EHWZHHQ 4<;4 DQG 4<;91
6RXUFH= 1&5(,)
6RXUFH= %XUHDX RI (FRQRPLF $QDO\VLV DQG ()< .HQQHWK /HYHQWKDO1 4<<9 GDWD QRW \HW DYDLODEOH/ WKXV ZH DVVXPHG
WKH 4<<9 OHYHO UHPDLQHG FRQVWDQW DW WKH 4<<8 OHYHO1
&DOFXODWHG E\ PXOWLSO\LQJ WKH SULRU \HDU*V HVWLPDWHG ORDQ VXSSO\ E\ WKH FXUUHQW \HDU*V FKDQJH LQ WKH *’31 *’3 GDWD
LV UHSRUWHG IURP WKH ILUVW TXDUWHU RI HDFK \HDU DQG LV DYDLODEOH LQ HOHFWURQLF IRUP IURP WKH )HGHUDO 5HVHUYH %DQN RI
6W1 /RXLV :HE 3DJH +KWWS=22ZZZ1VWOV1IUE1RUJ2IUHG2GDWD2JGS2JGS,1
’HILQHG DV DFWXDO ORDQ VXSSO\ PLQXV HVWLPDWHG ORDQ VXSSO\1
7DEOH 51 &DSLWDO &KDQJHV





x 9DOXH RI 5HDO (VWDWH $VVHWV
2ZQHG
x 9DOXH RI /RDQV &ROODWHUDOL]HG E\
5HDO (VWDWH






’HPDQG IRU 5HDO (VWDWH
6XSSO\ RI &UHGLW)LJXUH 51 :KHQ 5HVHUYDWLRQ 3ULFHV DUH 8QLIRUPO\ ’LVWULEXWHG





)LJXUH 61 ’LVDVWHU 0\RSLD)LJXUH 81 ,QIODWLRQ $GMXVWHG 2IILFH %XLOGLQJ 3ULFHV LQ 6WRFNKROP 4<;304<<61
















6RXUFH= %,6 +4<<6/ S148<, IURP -RQHV /DQJ :RRWWRQ DQG YDULRXV SULYDWH UHDO HVWDWH DVVRFLDWLRQ1
’DWD IURP 4<;3 WR 4<;8 DUH LQWHUSRODWHG IURP WKH SHULRG DYHUDJH1

































































































4<;4 4<;5 4<;6 4<;7 4<;8 4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8 4<<9
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6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/4 < < 9
,0) :RUOG (FRQRPLF 2XWORRN/ ’HFHPEHU 4<<:
























































5HDO &RPPHUFLDO 3URSHUW\ 5HQWV DQG9DOXH ,QGLFHV
6RXUFH= +LOOLHU0
3DUNHU1























6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/ 4<<9
)LJXUH 471
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4<;9 4<;: 4<;; 4<;< 4<<3 4<<4 4<<5 4<<6 4<<7 4<<8
6RXUFH= ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV <HDUERRN/ 4<<9
(VWDEOLVKPHQW RI %,%)
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(
6RXUFHª ,0) ,QWHUQDWLRQDO )LQDQFLDO 6WDWLVWLFV6833/< 67$786/ ’HFHPEHU 4<<8
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3LWWVEXUJK/ 3$ 415 4916 4916 4715 4: 481; 4718 6919 816 314
6DQ ’LHJR/ &$ 571: 4:19 4<18 561: 561; 5514 4;1; 4:17 6:18 918 316
6DQ )UDQFLVFR/ &$ 317 461: 481: 471: 4616 4518 461: 441: 4315 8617 817 3
6HDWWOH/ :$ 4517 4516 451; 481< 4:19 471: :14 571; 41; 3
6W1 /RXLV/ 02 5519 54 5318 541; 4<14 4;14 451: 6516 714 314
:DVKLQJWRQ/ ’& 518 < 4717 4< 4:19 4817 4714 4617 431; 5531; 561< 41:
4 ,QFOXGHV RWKHU FLWLHV QRW VKRZQ VHSDUDWHO\1 ,Q 4<<6/ 84 FLWLHV ZHUH FRYHUHG1
5 5HIHUV WR 0DQKDWWDQ1
+6WDWLVWLFDO $EVWUDFW RI WKH 8QLWHG 6WDWHV/ 4<<9,
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7DEOH 41 9DFDQF\ 5DWHV 0 0DMRU &LWLHV
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([LVWLQJ 6SDFH
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6RXUFH= 1&5(,)
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In this appendix 
1 we explicitly solve for the bank’s desired stock of loans to the real estate sector 
and show how the demand will vary with respect to the expected return, the default premium and 
the perceived covariance between the expected returns on the loans to the real estate sector and 
the rest of the portfolio.  We assume that the bank’s objective is to maximize the expected value 
of profits, subject to the constraint that the perceived probability that the bank’s assets will fall 
below some critical value M is (. 
 
 
Let  Lj     =  the magnitude of the j
th borrower; 
rj     =  one plus the expected return on the loan to the j
th borrower; 
Rj      =  one plus the contractual interest rate on the loan to the j
th borrower;  
Bj    =  the probability that a zero return will be realized on the loan to the j
th  borower; 
1-Bj=   the probability that Rj will be realized; 
M    =  the bank’s minimum acceptable value of assets; 
A    =  the value of bank’s portfolio of assets at the end of period; 
V    =  the shadow price of the risk constraint. 
 
We can express this constraint as 
By making use of Tchebysheff’s inequality we can rewrite this constraint as 
 
for the relevant case where 
 
 
Thus we can be sure that Pr(A<M)<( if 
 
                                                                 
1 This approach to modeling the diversification decision was introduced by Roy (1952).  For an application to bank 
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Consequently the constraint may be rewritten as 
 
and form the Lagrangian expression: 
 
 
For expositional convenience, we have solved this general expression for a two-asset case, 
 
The first-order conditions for an optimum are 
and 
 
When the probability constraint is binding V>0 and L1>0, and the first-order conditions (A.1) 
and (A.2) are equalities. L1, the amount the bank will choose to lend to the real estate sector 
given L2, which represents the other assets in the bank’s portfolio may be expressed 
 
The concentration of loans to the real estate sector—the amount lent relative to capital—will be 
greater the higher the expected return relative to the opportunity cost of funds and the lower the 
perceived covariance of returns with the rest of the portfolio. 
 
The probability constraint can be solved for the change in the supply of L1 with respect to a 
change in the expected return. 
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The numerator is negative and the first-order condition implies that the denominator is 
negative.  Thus an increase in the expected return on L1 will lead to an increase in the supply of 
L1.  
 
Equation (A.4) can also be solved for the change in the supply of L1 with respect to the 
capital requirement, M 
 
 
which is precisely equal in magnitude, but opposite in sign to the increase in loan supply with 
respect to the expected value of assets (E(A)) 
 
 
To establish the impact of a change in the probability of default holding F2 and D2 constant, 




1B1(1-B1) to obtain 
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so long as B1 < ½, since F12 = F1 F2 D12,F12 > 0 so long as D12 > 0.  If B1 < ½, and D12 > 0, the 
numerator of (A.6)is positive.  The denominator of (A.6) is negative since it is the negative 
negative of the denominator of (A.5).  Thus,  
 
To ascertain the impact of a change in the correlation between the expected return on loans to the 
real estate sector and the rest of the portfolio holding B1 constant, partially differentiate L1  
with respect to D12  in (A.4). 
 
 
The numerator is positive and the denominator is negative,, just as in (A.6).  Thus 
 
Eq. (A.3) may be inverted to obtain an expression for the total premium over the risk free rate, 
 
 
This premium varies directly with the perceived probability that the borrower will default, the 
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We examine the question of whether real estate has different portfolio hedging 
characteristics in “up” markets vs. down markets using empirical data from the US real estate 
market. 
 
In our first test, we define an up market as a year in which the percentage change in real 
U.S. GDP was above the median over the period 1960 to the present.  We use as a proxy for real 
estate the Ibbotson Associates Business Real Estate Index described in Roger G. Ibbotson and 
Larry Siegel, “Real Estate Returns:  A Comparison With Other Investments,” AREUEA 1984, 
v12(3) pp. 219-242.  After 1970 it tracks the NACREIF Index of total returns to commercial 
property quite closely.  We also use an annual and a monthly REIT index:  The NAREIT index 
of all REITS total return.. 
 
Our test is a test for a structural change in the regression coefficient of real estate returns  
on the S&P 500 returns, depending upon whether the economy is in a boom or a recession.  The 
regression equations are: 
 
 
Where Iup,t is an indicator variable taking on the value 1 if the percent change in real GDP 
is positive in year t.  Rp,t is the return to the property return index (Total return) in year T.  
Equation 2 is simply the constrained version of equation 1.  In the following, only the first 
equation was estimated for the Business Real Estate Index.  We find the beta up is higher than 
the beta down, but both are real close to zero.  In other words, virtually no results. 
 
When the annual NAREIT index is used (from 1972)a we find interesting results but 
inconclusive.  Beta down is higher than beta up:  .88 vs. .93 both are significantly different from 
zero but not from each other. 
 
To get more power, we turn to monthly REIT returns from 1/1972 to 9/1997, and we 
define an up market as an above median monthly return to the S&P 500.  Here the results are 
stronger.  Up betas are much lower than down betas:  .53 vs. .75 the t-statistics indicate they are 
different from zero as well as being different from each other.  They do not, however cause us to 
reject the null hypothesis of a structural change, since the R-square between equation 1 and 2 is 
virtually the same.  The Chow test does not reject .  This may warrant further investigation. 
                                                                 
1 We are grateful to William N. Goetzmann for his work on this appendix. 
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Monthly Tests   
Constant    0.561 
Standard Error of Y Estimate    3.617 
R Squared    0.368 
No. of Observations    309.000 
Degrees of Freedom    306.000 
  Beta Up  Beta Down 
X Coefficient(s)  0.535  0.750 
Standard Error of Coefficient  0.074  0.091 
  7.196  8.226 
 
Regression Output   
Constant    0.230 
Standard Error of Y Estimate    3.626 
R Squared    0.363 
No. of Observations    309.000 
Degrees of Freedom    307.000 
     
X Coefficient(s)  0.627   
Standard Error of Coefficient  0.047   
  13.219   
   vii 
The results of estimation are: 
 
Business Real Estate on S&P 500   
Constant     7.250 
Standard Error of Y Estimate    5.941 
R Squared    0.004 
No. of Observations    35.000 
Degrees of Freedom    32.000 
     
  Up Beta  Down Beta 
X Coefficient(s)  0.036  0.007 
Standard Error of Coefficient  0.097  0.077 




NAREIT Index 1972-1996 
Split on Median % change real 
GDP 1960-1994   
Constant    -0.137 
Standard Error of Y Estimate    15.402 
R Squared    0.519 
No. of Observations    25.000 
Degrees of Freedom    22.000 
  Up Beta  Down Beta 
X Coefficient(s)  0.880  0.930 
Standard Error of Coefficient  0.298  0.206 
  2.951  4.521 
 
  NAREIT Index 1972-1996 
On S & P   
Constant    -0.211 
Standard Error of Y Estimate    15.073 
R Squared    0.518 
No. of Observations    25.000 
Degrees of Freedom    23.000 
  Beta all States   
X Coefficient(s)  0.917   
Standard Error of Coefficient  0.184   
  4.973   
 